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A Banker's Diary 


THE security markets in the past month or so have for the first time been 
noting the straws in the wind which suggest to many people that the long- 
sustained anti-cyclone of full employment and scarcity is at 
Markets last giving place to a system of lower pressure. In the circum- 
and the stances, this year’s Economic Survey confronts investors with 
Survey a rather bewildering problem. The wider implications of the 
Survey are analysed in detail in our opening article this month, 
while the important trends in the balance of payments are discussed in separate 
notes below. As the later article points out, the Survey envisages a persistence 
of the high pressure system and a continuance of the policies appropriate to 
such conditions. To investors, therefore, the Survey speaks with two voices. 
At the moment of writing, only one of them seems to have been heard in the 
Stock Exchange, which fastened at once upon the implication that disinflation 
—such as it is—must go on. With its incipient hopes of worthwhile tax reduc- 
tion thus shattered, the City quickly dismissed the Survey as a most gloomy 
document. Yet in fact the other voice is surely, from the City’s point of view, 
the voice of optimism. For the authors of the Survey give no hint at all that 
they have even noticed the economic tendencies which have been troubling 
the markets lately. They expect the pressure of demand to continue. 
Investors may perhaps feel this to be too naive a view to deserve a hearing. 
At all events, the weakness of the equity markets since end-January has had : a 
persistence and momentum which suggest that it is due to less transitory 
factors than the seasonal pressure of tax gathering and of pre-Budget fears. 
In the five weeks or so to mid-March, the ordinary share index of the Financial 
Times compressed a fall of nearly 10 per cent., carrying it down to I11.2— 
only two points above the lowest level for 1948 (reacl ied during the Berlin 
scare of mid-July) and within seven points of the nadir reached during the 
convertibility crisis of the previous year. The immediate cause of this whole 
movement was the break in American grain prices and in Wall Street ; but, 
since then, much additional evidence of the transition from sellers’ to buyers’ 
markets has piled up. These portents certainly do not mean that any real 
depression is imminent. But they do imply at least some easing of the excessive 
pressure which has caused so much difficulty in the past two years. 


THE complex tale of the United Kingdom’s balance of overseas payments, 
past and prospective, can be comprehende d in all its intricacies only by a study 
of the detailed tables published in the Economic Survey and 

The in the separate White Paper on the balance of payments 
Balance of (Cmd. 7647 and 7648). The most important of these tables 
Payments are reproduced on pages 60-62. The outstanding feature 
of this tale, and indeed of the whole Economic Survey, is its 

revelation that for the second half of 1948 Britain’s overseas account as a 
whole showed a small surplus, of £30 millions. This result far surpassed the 
expectations, and the Survey makes it clear that it is still too early to be 
certain that this approximate “‘ overall’ balance has come to stay. Indeed, 
the forecast for the first half of this year envisages a small deficit of £15 millions. 
It should be noted that the accounts for the second half of 1948 included a 
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credit item of £59 millions for receipts from overseas war disposals and settle- 
ments. Receipts of this nature amounted to £28 millions for the first half of 
1948 and are expected to reach £65 millions for the first half of 1949 (including 
£55 millions paid by India at the end of last month, and offset by an equal 
payment to India in settlement of defence expenditure due from Britain for 
the period ended March, 1948). If these special credits are excluded, the 
year’s achievement becomes rather less impressive: on this basis the deficit 
for 1948 as a whole would be about {210 millions. Even so, it remains a 
remarkable performance, and, as will be seen from the tables, very real e xpan- 
sion has occurred in such items as shipping earnings and net receipts from 
interest, profits and dividends—including that comparatively novel item, 
receipts from oil sales by British-owned companies, which is likely to bulk 
still larger in future U.K. income. 


WITHIN the “ overall ’ balance of Britain’s overseas account the gap with the 
Western Hemisphere remains wide, though much narrower than in 1947. It 
amounted to £340 millions for 1948 (of which {140 millions 


The related to the second half-year) and is estimated at £115 millions 
Dollar for the first half of 1949. For the present, E.R.P. aid and the 
Gap Canadian credit roughly suffice to meet this deficit and to 


finance the other calls on the gold and dollar holdings—that 
is, the dollar expenditure of the rest of the sterling area and the payments that 
have to be made in gold and dollars to certain countries in Europe and else- 
where. The main objective set out in the Survey is the eventual elimination 
of the dollar gap. It is hoped to achieve this by a combination of negative and 
positive measures—a gradual curtailment of dollar imports and the largest 
possible expansion of exports to dollar countries. The Survey emphasizes 
that in cutting down dollar imports the object is not to build up a non-dollar 
sphere from which dollar goods are to be permanently and increasingly excluded. 
The restrictions imposed on dollar imports are admitted to be painful to 
overseas suppliers and particularly to Canada. But, it is pointed out, they are 
not imposed from choice ; they are an inescapable consequence of the shortage 
of dollars. These restrictions will be minimized in so far as e xports to hard 
currency countries can be expanded. The prospects of such ex xpansion, now 
that the seller’s market is rapidly changing into a buyer’s market, po 
more than ever on questions of price, including x successful resistance to the 
temptation to sell to soft currency countries w here prices expressed in sterling 
are a good deal more attractive than in the Western Hemisphere. 





THE balance of payments capital account shows that the rest of the sterling 
area has contributed manf fully to the task of reducing the calls on the central 


gold and dollar reserve. Whereas in 1947 the sterling area, 
The other than th United Kingdom, drew to the extent of £202 
Capital millions on this reserve, its drawings in 1948 were reduced to 


Account 4 mere £26 millions; for the first half of 1949 the draft is 
xpected to be £15 millions. Gold payments to non-dollar 

countries by the whole of the sterling area remain a sizable factor. They 
amounted to £86 millions in 1948, compared with £167 millions in 1947, and 
will increase still further this vear—the figure for the first six months is esti- 
mated at £50 millions. The capital account also reveals considerable changes 


| 
| 


in 
fel 


mi 
ma 
ste 
TOs 
mil 


mil 
Sot 
bal 
am 
me! 
tha 
poli 


THI 
cult 


ope 
and 
plea 
thei 
has 
IS pi 
mill 
the 
The 
Temi 


to fe 
then 
mul. 
area 
Tesey 
gold 
bank 
whic 
sterl 
impr 
by t 
time 
it ca 
nego 
adva 


ettle- 
alf of 
ding 
equal 
n for 
, the 
eficit 
ins a 
x pan- 
from 
item, 
bulk 


h the 
7. It 
llions 
llions 
d the 
id to 
—that 
; that 
else- 
ation 
e and 
irgest 
1SIZes 
lollar 
uded. 
ul to 
y are 
rtage 
hard 
now 
‘pend 
) the 
rling 


rling 
ntral 
area, 
£202 
ed to 
aft 1s 
lollar 
They 
, and 
esti- 
anges 





A BANKER’S ‘DL ARY ie 3 








in Britain’s sterling liabilities to countries overseas. The total sterling balances 
fell by £211 millions in 1948: the amount owing to non-sterling countries 
declined by £246 millions, but this movement was offset to the extent of £35 
millions by an increase in the liabilities to sterling area countries—owing 
mainly to the flow of capital to South Africa early in the year. Britain’s total 
sterling liabilities, which amounted to £3,676 millions at the end of 1945 and 
rose to a peak of £3,715 millions by the end of 1946, had fallen to £3,362 
millions by the end a 1948. The gold and dollar deficit last year was covered 
as follows: {£87 millions by drawings on the U.S. and Canadian credits, £32 
millions by drawings on the International Monetary Fund, £80 millions by the 
South African gold loan, £169 millions by receipts under E.R. P., and the 
balance of £55 millions by a decrease of the gold and dollar reserve. This reserve 
amounted io "£457 millions (excluding some £90 millions of dollar reimburse- 
ments already due under E.R.P.) at the end of 1948, and the Survey reaffirms 
that its maintenance at around this figure is the objective of Government 
policy during the currency of the Marshall programme. 


THE commercial and financial discussions with Argentina have run into diffi- 
culties at a very early stage in their progress. The Argentine delegates in the 
Buenos Aires negotiations placed their highest bids on the 

Tussle table in the first round of the talks. They asked for complete 

with liberation of the £70 millions of sterling held for their account 

Argentina in London, and then proceeded to claim full convertibility for 

the sterling they will accumulate as a result of their current 
operations with the sterling area. On both counts they have met with a strong 
and determined negative from the British side. The Argentine delegates have 
pleaded the poverty of their country, declaring that they need the bulk of 
their sterling as cover for their note-issue and that to them, therefore, sterling 
has become an extremely hard currency. This scarcity of Argentine sterling 
is partly due to the considerable inroad made into these resources by the £150 
millions that had to be paid for the British-owned railways. It is also due to 
the fact that meat deliveries have fallen so deplorably short of the programme. 
The second of these influences remains within the competence of Argentina’s 
remedial actions, while the first is non-recurring. 

The British attitude in these negotiations has been to force the Argentinians 
to face the inexorable facts of Britain’s own dollar shortage and to suggest to 
them that they will find abundant ways of using any sterling they may accu- 
mulate by their exports to Britain, in financing purchase s from the sterling 
area. Argentina’s attitude is coloured by the extreme poverty of her dollar 
reserves. Not only has the Republic run through the bulk of its dollar and 
gold reserves, but substantial “ short term ” credits from American commercial 
banks to Argentine firms are now frozen solid.. This explains the urgency with 
which the Argentine delegates have pressed the claim for convertibility of the 
sterling accumulated in sales to Britain. But such arguments have made little 
Impression on the British delegates, whose hands have now been strengthened 
by the recent decision to make a further cut in the British meat ration.’ The 
time is approaching when the week ly ration will have fallen to a figure at which 
it can be honoured without a shred of Argentine beef. The Anglo-Argentine 
negotiations are thus being played with high cards in both hands, but with the 
advantage lying definite ‘ly on the side of Britain—provided there is sufficient 
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determination to limit the country to a 8d. per head weekly meat ration. It 
is not in such terms, however, that victory or defeat must be measured. A 

“victory ’’ which would ruin Argentina at the cost of a further cut in the 
British diet would be a defeat for both sides. When the essentially comple. 
mentary nature of the two economies now locked in battle is recognized, some 
reasonable reconciliation of the two sides should be possible. Much depends, 
however, upon whether Argentina is prepared to recast the commercial policy 
which she has pursued in the past two years as an integral part of her drive 
for industrialization. The first of two special studies of the nature and effects 
of this policy begins on page 23 of this issue. 


OwInG partly to the distortion of the January banking figures by the glut of 
credit on the make-up day, an exceptionally large fall in deposits had been 
expected to be shown in the ensuing statement. In the event, 

Record Fall the movement exceeded most market forecasts, and was, 
in Bank indeed, the largest on record. In the four weeks to February 16, 
Deposits published deposits dropped by £239 millions while net deposits 
fell by nearly £232 millions—nearly twice the amount, itself 

unusually large, of the contraction which occurred in February, 1948. This 
large movement more than compensates for the relatively disappointing fall 
shown in January. Over the two months, net deposits have fallen by {£286 
millions or by £64 millions more than the similar period of 1948. This larger 
fall, however, looks rather less impressive when related to the trends in beak 


February, Change on 

1949 Month Year 
£m. £m. £m. 
Deposits a ae = és 5817.2 — 239.4 + 175.4 
Net Deposits * sa os 5626.8 — 231.8 + 166.5 

i 

Oo 
Cash . en “- 481.4 ofan — 50.4 + 16.7 
ae” "Market Assets din ei 1350.9 (23.2) + 75.2 + 1096.1 
Call Money... we os 491.0 ( 8.4) + 10.1 + 49.0 
Bills .; . os 859.9 (14.8) + 65.1 + 147.1 
Treasury Deposit Receipts -s 989.0 (17.0) — 278.0 — 168.0 
Investments plus Advances. “ 2880.8 (49.6) + 22.0 + 122.9 
Investments .. in ss 1486.5 (25.6) - oO.!I + 1.2 
Advances ic - - 1394.2 (24.0) + 22.1 + 121.7 
*After deducting items in course of collection. + Ratios of assets to published deposits. 


advances, which in these two months have risen by only £16 millions, in con- 
trast with £67 millions in these months in 1948. Thus, although the Exchequer 
surplus has lately been feeling the main impact of Sir Stafford Cripps’s disin- 
flationary budget, the cancellation of credit attributable to repayment of 
indebtedness by the Government appears to have been, in these seven weeks, 
only about £14 millions more than in the similar weeks of 1948. 

This year’s rate of repayment, even so, is larger than the movements shown 
by the Exchequer return might have led one to expect. On the usual basis of 
calculation, the finance ostensibly available to the Government for debt repay- 
ment in the four weeks to February 19, was little more than half the repayment 
of about {250 millions apparently achieved. There is little doubt that, 
whereas last summer and autumn the Government was spending more than 
the published figures disclosed, in recent weeks true expenditure has been 
tending to fall short of published expenditure, thus restoring the balance in 
the Government accounts. Apart from this technical influence, the most 
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important factor in any comparison between this year’s experience and that 
of 1948, is, of course, the great change which has occurred in Britain’s external 
balance of payments. Twelve months ago, the Treasury’s seasonal excess of 
revenue over outgoings was being strongly augmented by the proceeds of 
dollar sales (drawn from the American credits or from reserves) and by bor- 
rowings of still accumulating overseas sterling balances. This particular flow 
of extra-budgetary finance has now ceased, for the sterling proceeds of the 
sales of Marshall dollars now have to be applied to the redemption of Treasury 
bills held by countries of the non-dollar world which, on balance, are now 
debtors of Britain on current account. 

As in January, the whole of the month’s direct governmental repayments 
was concentrated upon Treasury deposit receipts, the banks’ holdings of 
which dropped by £278 millions to £989 millions, their lowest level since 1943. 
Net bank deposits, despite their steep fall recently, were in February still 
{166} millions above the corresponding 1948 figure. But in March last year 
their rise of £150 millions was wholly due to the special capital operations of 
that month. It seems probable, therefore, that the March statement this year 
will show little, if any, increase on the twelve months’ comparison—for the first 
time since the whole phase of war-time growth began. 


THE unpleasant realities of the economic situation in South Africa are at last 
exerting their effects upon the policies of the Government of Dr. Malan, but 
the awakening process is proving to be even more protracted 
Making Ends than was that of the British Government in the somewhat 
meet in comparable circumstances in Britain two years ago. It is 
South clear from all the speeches made by Mr. Havenga, the Minister 
Africa of Finance, that South Africa hopes to obtain ultimate salva- 
tion from her difficulties through an increase in the currency 
price of gold. That vast and highly delicate subject is discussed in a later 
article in this issue. It is not, however, in such hopes that the immediate 
solution of South Africa’s problems is to be found. The urgent need was to 
check the menacingly rapid exhaustion of South Africa’s gold and sterling 
reserves. Except in the sphere of luxury goods, the restrictions imposed last 
autumn applied only to imports from hard currency countries. While they 
seem to have almost arrested the net drain upon the gold reserve, they had 
the easily foreseeable result of diverting a high proportion of the purchases to 
sterling countries, leading to a rapid depletion of the Reserve Bank’s sterling 
balances, which were almost exhausted by early last month. Logic and the 
facts of economic life in South Africa required that restrictions on imports 
should spread over the whole range of suppliers. These restrictions have now 
come into force. The prohibited list of non-essentials has been greatly extended, 
and all other goods are being restricted by licence—presumably as drastically 
as the state of the reserves requires. The new licensing system will not, how- 
ever, operate for hard currency imports until end-June ; until then, the present 
exchange rationing procedure will continue. These measures will certainly 
react with some severity on British firms which for some time past have found 
an ample and easy market in South Africa. 
The Union Government is coming much more slowly to the internal 
restraints necessary to correct the disequilibrium i in the economy. The budget 
introduced by Mr. Havenga last month did, it is true, impose additional 
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taxation, but only by reimposing the 20 per cent. surcharge on income tax 
and sur-tax which was rashly remitted last summer (then, indeed, the surcharge 
on sur-tax was 25 per cent.). Meanwhile, the vanishing sterling reserves are 
being reinforced by the gradual reimbursement of the £80 millions gold loan 
made to the British Government in 1948. A £5 millions repayment was claimed 
in mid-March, and the South African Treasury has announced that it will 
exercise its right to call for repayment in respect of so much of the gold loan 
as may be required to meet the Union’s net sterling area deficit and maintain 
working balances in London above a reasonable minimum. 


FouR new names were added to the list of Bank of England directors as from 
March 1, the beginning of the Bank year, and the day on which, as foreshadowed 
a few months ago, Mr. Cameron Cobbold succeeded Lord Catto 
Changes’ as Governor. Two of the new directors are Bank of England 
at the men, Sir Kenneth Peppiatt, elevated to the Court from the 
Bank position of Chief Cashier, and Mr. ri Mynors, pre- 
viously one of the advisers to the Governor. Both become 
executive directors. To keep the number of executive directors down to four, 
the maximum allowed under the Bank of England Act, Sir Otto Niemeyer, 
who came up for re-election, was reappointed as a non-executive director. Sir 
Otto will continue to give his attention to the work of the Capital Issues 
Committee and the other sectors of the Bank’s interests to which his wise 
guidance has been devoted in the past. The other executive director to 
disappear from the body of the court is Mr. Bernard, who has become Deputy 
Governor. The other new directors are Sir George Chester, who in effect con- 
tinues the T.U.C. representation left vacant by the resignation of Mr. Gibson, 
and Mr. Michael Babington-Smith. Mr. Babington-Smith is deputy chairman 
of Glyn Mills and Company and is the first clearing banker to be appointed to 
the Bank Court. This is a notable break with tradition—only slightly tempered 
by the fact that Glyn Mills is controlled by a non-clearing bank, the Royal 
Bank of Scotland, an institution with which the Bank of England has for long 
had the friendliest relations. Of the directors whose terms of office expired 
at the end of February, all but Mr. George Wansbrough were re-elected. 


THE exceptional demand for last month’s issue, with its eight special articles 
on the future of the Stock Exchanges, and the widespread interest which has 
been aroused, are welcome signs that the City is awakening to 

Future of | the importance of surveying anew the réle and mechanism of 

the Stock the capital market in the post-war world. In pursuance of our 

Exchanges offer to publish other articles putting different points of view, 

we print in this issue an arresting article by Mr. Graham 

Greenwell and such selection from our post-bag as space allows. Although we 

prepared for a large demand, supplies of the March issue were quickly ex- 

hausted ; fortunately, we were able to arrange for re-printing, so that a 
limited supply of copies is still available. 

Apart from a full editorial appraisal of the ‘“‘ Economic Survey”, this 
month's issue includes two important contributed article ‘s on vital questions 
of the moment—a discussion of the vexed question ‘‘ Is Gold too Cheap?” 
and the first of two special studies of Argentina’s economic policies. 
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Disinflation without Tears 


FTER the glut of statistical planning which has resulted in recent months 
Atom the mechanics of the O.E.E.C., it might have been expected, perhaps, 

that this year’s Economic Survey would provide few data sufficiently 
novel to stimulate appetites already satiated and minds already bemused by a 
bewilderment of conflicting figures. If it has provided such a stimulus, that is 
partly because the new estimates have added to the conflict. The authors of 
this latest Survey, the third of the annual series started in 1947, claim it to be 
a greatly improved product, in the technical statistical sense ; and no doubt 
they are right. But one unfortunate consequence of statistical improvements 
and revisions is to create wide disparities with the estimates presented pre- 
viously, and thereby to tend to discredit the whole process, about which the 
informed public grows increasingly sceptical. It finds it hard to believe that 
it is always the latest estimates which are the most dependable, and amid the 
cynics suspicion lurks that the revisions may conceal changes in policy or 
failures in achievement. Since any appraisal of the economic pattern which 
the Survey portrays depends on the worth of the figures , it is right that these 
matters should be noted at the outset. But it is fair to add, too, that no 
evidence emerges to support such questionings, apart from the revisions 
themselves ; and many of these are disclosed with disarming frankness. With 
this preliminary caveat, we may now scrutinise the data themselves, first 
surveying briefly the trends of 1948 and then appraising the estimates and 


policies for 1949. 


YEAR OF ‘‘GREAT AND STEADY PROGRESS” 

Among the major trends in Britain’s economy, the most astonishing (or, 
rather, the one which would have been astonishing but for the stream of 
inspired comment beforehand) is the great transformation which occurred 
last year in Britain’s external balance ‘of payments, considered as a. whole. 
Instead of the frightening deficit of £630 millions which marked the critical 
year 1947, it is estimated that in 1948 total payments surpassed total receipts 
by only £120 millions and that in the second half of the year there was actually 
a surplus of about £30 millions. This surplus, moreover, was recorded for the 
first half of a pe riod—the O.E.E.C. year 1948-49—for which the Government 
estimated, only a few months ago, a deficit of no less than £362 millions. This 
extraordinary error arose partly from the inclusion of certain special credits 
in the latest estimates (their nature is indicated in the more detailed discussion 
of the balance of payments trends which appears on pages I-3 of this issue) ; 
and the Survey candidly admits that the approximate balance now forecast 
for 1948-49 (with a deficit of £15 millions for the current half-year) partly 
reflects ‘‘a number of exceptional circumstances ’’, so that there is doubt 
whether the equilibrium will persist after the middle of this year. If the 
special credits had been excluded from the figures of the past two years (on 
the ground that they made no contribution to Britain’s currently available 
teal resources), the 1948 deficit would have been about £210 millions, compared 
with at least {750 millions for 1947. 

Even on this basis, it will be seen, there was a very remarkable recovery. 
The Survey is well entitled to claim that 1948 was a year of “ great and steady 
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progress ""—made possible by Marshall aid, without which the economic 
machine would have been disastrously slowed down. As it was, the volume of 
production rose further, though more slowly; the deficit with the Western 
Hemisphere was almost halved ; the volume of British exports to all destina- 
tions rose by 25 per cent. and net shipping income was three times its modest 
pre-war level; despite the worsening of the terms of trade, the volume of 
imports was 5 per cent. larger than in 1947, at just over four-fifths of the 
1938 average. More striking, perhaps, even than this catalogue is the estimate 
that, although net assistance from abroad diminished by some {500 millions, 
the total real resources available for use at home were larger than in 1947. 
The net national income, benefiting more from the increase in prices than 












































TABLE I 
NATIONAL RESOURCES AND EXPENDITURE (?) 
(£ millions) 
| | Forecast | | | | Forecast 
, for 1949 | for 1949 
Resources 1947 1948 atend | I-xpenditure } 1947 1948 at end 
1948 | | | 1948 
prices H | prices 
National Income Domestic Expendi- 
of the United | ture on Goods and | | 
Kingdom ae 8,725 9,675 10,000 Services at Market | 
| Prices: | | 
Provision for } | Personal | 7,465 | 8,004 8,200 
Depreciation and } | Government. . 2,069 | 1,914 2,040 
Maintenance .. 750 825 goo | Gross Capital | | 
Formation 2,040 2,352 2,330 
Net Loans and |} |---| —j|——_—_—— 
Gitts from | Total .. | 11,574 |12,270 | 12,570 
Abroad and | } | Subsidies x $34 515 |} 515 
Sales of Foreign j 
Assets .. - 630 120 — | Less Indirect Taxes | —1,903 |—-2,165 | — 2,185 
Total Resources | | Total Resources | 
available for use | | available for use | | 
at Home .. | 10,105 | 10,620 | 10,900 | at Home .. | 10,105 | 10,620 | 10,900 











(1) The various items in this table and in those on pages 14 and 62 are defined in the same wav 
as in the White Paper on National Income and Expenditure. 


from additional production, is estimated to have risen by about 10 per cent., 
from £8,725 millions to {£9,675 millions, after providing an additional £75 
millions for depreciation and maintenance (estimated at Inland Revenue 
rates). Including the net inflow of goods and services from abroad, the gross 
resources for use at home are therefore put at £10,620 millions, compared 
with {10,105 millions in 1947. These estimates, as Table I shows, are, as 
usual, computed at “factor cost’’, that is, after deducting indirect taxes 
(but adding subsidies) from the aggregate expenditure of the nation at market 
prices. Herein, presumably, lies the explanation of the seeming inconsistency 
between the assertion that the real resources were larger and the fact that 
prices rose more steeply than the money value of those resources :_ wholesale 
prices averaged 14 per cent. more than in 1947, while the index of retail prices 
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at mid-December was nearly 5 per cent. above that for December, 1947, and 
g per cent. above mid-1947. 

‘ These price trends need to be kept well in mind when examining the uses 
to which the resources were put. Despite the higher price level, Government 
current expenditure on goods and services—i.e. excluding the bigger transfer 
ayments for social security, etc.—declined from {£2,069 millions to {£1,914 
millions, thus releasing additional resources for use elsewhere.* Personal expen- 
diture on consumption, although £539 millions more at £8,004 millions, is 
estimated to have risen by no more than one-half of one per cent. in real 
terms. Despite this apparent stability, it was a more natural and more satis- 
fying expenditure : the frothy outlays of the boom phase of 1947 were greatly 
curtailed, while the supply of certain essentials, such as clothing, expanded. 
Thanks to these brakes upon consumption and to the reduction of Government 
demands, the volume of capital maintenance and development at home, so 
far from declining as had been planned, expanded significantly. In money 
terms, indeed, it rose by £312 millions to £2,352 millions—no less than £550 
millions beyond the official forecast, always regarded as unrealistic, made 
twelve months ago. 





MISSING THE MANPOWER TARGETS 

To have succeeded in reducing Britain’s dependence on overseas resources 
by £500 millions and yet to have raised the provision for capital without 
depressing consumption is certainly a notable achievement—whatever the 
reservations which need to be made on more detailed examination. Beyond 
doubt, this satisfactory achievement owes much to the effects of disinflation 
in checking unnecessary and extravagant private expenditure, in reducing 
the dangerously excessive pressure of demand upon resources of all kinds, and 
in allowing a replenishment of stocks and supply pipe-lines. Yet many of 
the primary objectives were far from realized: the wasteful fringes of the 
economy were humanely trimmed, but the process of shifting resources from 
inessential to vital work stopped short of the point at which it might. have 
become painful—and when an economy is seriously out of balance, the necessary 
changes cannot be achieved without pain, however transitory. As soon as 
the disinflationary policy showed signs of producing really positive results in 
this sense, the Government got cold feet. The consequences of this timidity 
are plainly seen in the Survey’s analyses of the distribution of man-power, 
which reveal much smaller changes than had been planned. For example, the 
increased man-power in coal was 8,000, compared with the “‘ target ” increase 
of 32,000 ; the increase in textiles was 38,000, compared with 108,000; in 
agriculture, 36,000, compared with 55,000. Except in metals and engineering 
—too large a group for the effects of changes to be assessed without very 
detailed analysis of the products affected—it is only in the public sectors of 
the economy that the expected increases have occurred. Per contra, the 
groups which were expected to release important blocks of labour have largely 
retained or even increased their man-power. Building, expected to lose 164,000, 
lost a mere 7,000; clothing, expected to lose 31,000, gained 8,000; food, 
drink and tobacco gained 19,000 instead of losing 23,000; and distribution 
gained no fewer than 55,000 instead of losing 31,000. 





_*A detailed analysis of Government expenditure (including that of other public authorities) 
will be found in the table on page 62. 
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In many public comments the fact that 1948 was a successful year despite 
these notable failures in implementing the plans is attributed to the persistence 
of a low level of unemployment, which rose during the year by less than 50,000, 
to 348,000, whereas it had been expected to rise by 150,000. It is implied that 
Britain could “ afford ” to keep more labour in building, clothing and distribu- 
tion than had been planned because it reduced the expected “ wastage ”’ of unem- 
ployment. The Government deserves credit for resisting the temptation to use 
this specious argument in the Survey—even though its hints of the true 
diagnosis are so delicately put as to escape most readers. The fact is that 
Britain’s resources, though somewhat more productive in 1948 than in 1947, 
were less effectively deployed than was planned—and much less so than is 
indisputably necessary. The loss of striking power against the most vital 
objectives is the price that had to be paid because Britain did not or would 
not incur the necessary outlay upon temporary unemployment to permit the 
necessary transfer of labour from job to job. The Survey’s excessively discreet 
comment on this situation deserves quotation : 

There are signs of a lessening in the pressure of demand for labour: 
but this has not been such as to lead to the greater mobility of labour 
between industries that was hoped for. . Unemployment . though 
slightly higher at the end of the year than in the latter part of 1947, 
amounted to only 2 per cent. of the industrial population [and] was still 
far below what in the past was considered the practicable minimum. 

The italics were not in the original. These words look suspiciously like a 
political insertion in an otherwise dispassionate text. They may fairly be 
regarded as the key to the whole pattern of policy projected for 1949. 

Before turning to that, one further comment needs to be made on the old 
year, for it is only against a clear background that the Government’s future 
intentions can be discerningly appraised. The clue to the successes of 1948 
lies partly in the fact that the total industrial population, despite the smaller 
contraction in the armed forces than was at first planned, rose by 313,000, 
nearly 200,000 more than the forecast, chiefly because the number of women 
at work had been expected to fall sharply but actually increased. Probably of 
even greater importance than this resultant increase in the numbers employed 
in industry was the expansion in the volume of effective work, thanks to the 
contraction of the abnormal “ concealed” unemployment and_ short-time 
working caused in 1947 by the intense pressure upon resources, leading to 
frustrating bottlenecks in the flow of materials and components. The easing 
of these difficulties, which is certainly the major achievement of the disinfla- 
tionary policy, has meant, mereover, that the additional work which has been 
done has generally been completed work instead of half-finished goods piling 
up to await key components or containers. If such considerations are given 
their due weight—and it is no light weight—the increase in output per worker 
achieved last year is seen to be a much less promising augury for the future 
than the Survey implies. 

The Survey does emphasize, however, as has been done in these columns 
in recent months, that the rate of advance in 1948 affords no true guide to 
what is attainable this year. Last year, it explains, “‘ was the first post-war 
year in which, after the long and difficult process of reconversion from wat 
had been completed (with all the reorganization, rebuilding of working stocks 
and removal of shortages of particular commodities that it “involv ed), physical 
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output began to match the productive capacity of the country. . Future 
progress will result from technical progress, new capital equipment, ‘improved 
organization, steadier and more productive work, and not from an increased 
labour force and the gathering of the fruits of reconversion in earlier years ”’ 
For all that, the production targets are fixed high, and assume for manu- 
facturing industry an appreciably larger increase in productivity than the 
2} per cent. which is expected from the national output as a whole. The gross 
national income, as Table I shows, is forecast at {10,900 millions, or £400 
millions more than in 1948, on the assumption that prices remain unchanged. 


No LIKELIHOOD OF BUSINESS RECESSION ? 

The most striking feature of the whole analysis is, indeed, its implicit 
premise that, despite the contrasts emphasized above, the broad shape of the 
problems which confront economic and financial policy will be much the same 
as in the past two years, in the sense that the economy will still be one of 
scarcity, full employment, and strong demand. There is hardly even a glancing 
reference to the tendencies, rapidly multiplying in recent weeks, which have 
led many people (and not least the Stock Exchange) to envisage a far-reaching, 
though not necessarily deep-reaching, business depression. The Government 
diagnosis may be right, at least if it rests upon the view that a moderate 
recession might be helpful rather than the reverse and that a severe recession 
is improbable. But when so many symptoms of incipient change in the economic 
weather are discernible, it is curious that the planners have so studiously 
ignored them—especially as it is generally believed that the lag between 
preparation and publication of this Survey has been much less than that for 
last year’s. 

With a Nelson touch (as it seems to many), the planners affirm that 

throughout the year ’’ there will be ‘‘ a strong demand for all resources ”’ ; 
that all the arguments and appeals for voluntary restraint which were publi- 
cized last year still hold good ; that demand for steel will “‘ remain intense ”’ 
and the “ excess of demand over supply will continue to impose limitations on 
various parts of our industrial effort ’”’ ; that other raw materials may be limiting 
factors, too; that a relaxation of price-controls would certainly lead to higher 
prices. The most surprising assertion of all relates to conditions across the 
Atlantic: ‘“‘ we can and must intensify our attack on the North American 
market. National incomes in North America are at unprecedented levels 
and the prospects for increased sales of manufactures are very promising’ 
On the other tack, there are but two slender signs that the Government has 
even noticed the weather signals : “‘ the recent fall in prices in the U.S. suggests 
that a turning point has pe rhaps been reached in the progressive worsening of 
our terms of trade "’ ; but “ there is no sign of any lasting slackening of demand 
for the primary products we import”. Similarly, on the home front, the fore- 
casts allow for ‘‘ some slackening of the intensity of demand for labour ”’ ; 
but more foreign workers will be needed in Britain’s mines and mills. 

This diagnosis may be more right than wrong: at least it is expedient. 
There can be no doubt that, whether or not a significant relaxation of pressure 
impends, it is better by far to shape policy on the assumption of continuing 
pressure than to trim it too soon to the possibility of recession. What the 
*conomy has most needed in these post-war years has been a little slack ; and 
if a changing economic climate helps the Government to achieve what it has 
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lacked the courage to impose by a sufficient disinflation, that should be a real 
gain. There is no reason whatever to suppose that the reverse process could 
not be quickly re-started if the slack should, after all, become greater than 
was intended or needed. There are many important investment projects, 
already fully planned, which could be started up and should have first priority 
in any such measures; there are the accumulated post-war credits, and the 
much larger accumulation of widely diversified small savings; there is the 
new and important cushion afforded by social insurance and P.A. Y.E. Plainly, 
there is no need for impetuous action now. It will be time enough to consider 
the means for a reversal of policy if and when the slack develops—for there 
is none at present. 


DISINFLATION—-TOO PAINFUL TO BE MADE EFFECTIVE 

Such considerations as these might explain the tone of the Economic Survey. 
But, if so, the Nelson gesture has been quite derisory. The Government may 
have turned a blind eye to one supposed adversary ; but it has scuttled away 
from its real antagonist. Despite the assumption of continued pressure of 
excessive demand, despite the stabilization of the size of the labour force, no 
policies are proposed for specifically creating any slack in the system and no 
significant changes are contemplated in the distribution of manpower. Although 
last year’s manpower objectives—even those which were declared to be “ targets 
in the full sense ’’—were far from attained, it is now affirmed that the greater 
part of the necessary shifting of resources has been completed, except “‘ for the 
shift of resources and exports necessary to overcome the dollar deficit ’’. Since 
the closing of that deficit is specifically put forward as the overriding objective 
of economic planning, the exception makes virtual nonsense of the general 
statement.* It is admitted that “‘ substantial ”’ increases in textile manpower 
would be “extremely valuable’’; yet the increase forecast for the year is 
only 11,000 for cotton and 24,000 for all textiles (although last year’s shortfall 
was 70,000). The budget for the mines is 10,000 (1948 shortfall, 24,000) ; the 
building labour force is to be maintained ; the distributive trades are to gain 
16,000, and miscellaneous services are to gain 14,000. Unemployment is 
expected to remain unchanged. 

This inconsistency, glaring though it is, between diagnosis and policy is 
apparently now to be expected of these E conomic Surv eys. It plainly marked 
the first Survey—but then heads-in-the-sand Dr. Dalton was at the Treasury. 
Last year’s Survey, with its hint of the impending launching of a strong 
disinflationary policy, was more realistic as well as theoretically consistent, 
notwithstanding its tame “ invitation ”’ to the British people to work for “ our 
national survival’’. But in this past year the policy of disinflation—the one 
means of restoring consistency—has been put to the test and has been shown 
to be, potentially, too effective to be politically acceptable if applied on the 
requisite scale. This explained the retreats of last summer—in the matter, for 
example, of the decision to stop the planned decline in the number of houses 
under construction, in the relaxations of purchase tax, building licences, and 
so forth. It similarly explains why this year’s Economic Survey i in effect does 








* Yet, in a subsequent debate in Parliament, the Minister of Labour went so far as to affirm 
that little more can be gained “ by shifting men about like pawns on a chess-board "’. The shifting 
has not in fact occurred: yet the Control of Engagements Order is to be retained. 
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little more than rubber-stamp the existing labour distribution, and then tries 
to save face by pretending that this distribution is very nearly what was 
wanted. In place of targets we now have “ realistic’ forecasts of what is 
likely to happen—without any pressure from the Government. In short, 
this rubber-stamping marks the ultimate bankruptcy of policy—or, rather, of 
olitical courage. The Government simply is not prepared to confront the 
public with any adjustments, however necessary, which might hurt. 

In the circumstances, Sir Stafford Cripps may still be holding his own with 
his colleagues and party in his determination to resist inflation. But, whether 
or not he still believes in any effective measure of disinflation, it is evident 
that such a policy will not be countenanced. In the City, in particular, the 
Survey has most attracted attention for its reaffirmation of the need for 
continued disinflation—a process which, it candidly remarks, “ has not gone 
very far’’. This has disappointed those shortsighted trade interests and con- 
sumers whose mouths had been watering at the signs of the accumulating 
above-line surplus. But it does not, in fact, portend anything more discom- 
forting than disinflation turned out to be last year. The object will be to 
prevent any recrudescence of the wasteful outlays of 1947, to “ try” to secure 
“some further easing’ of demand, to achieve a reasonable non-inflationary 
equilibrium, but not to exert any positive pressure. 


No Scope FOR TAX REDUCTION 

It is true that these objectives, if fairly translated into budgetary policy, 
dash the popular hopes of any significant tax reductions (unless, perchance, 
the Chancellor should at last take the plunge in reducing cost-of-living sub- 
sidies). The programme, as the table on page 8 shows, envisages a slight 
increase in consumption and the maintenance of domestic capital formation 
at last year’s increased level, despite the hope of achieving a balance in total 
receipts and payments overseas. This stabilization of capital formation, it 
should be noted, leaves room for a fair increase in fixed investment in industry, 
partly because additions to stocks and work-in-progress should be less than 
in 1948 and partly because the increased outlays on social services are more 
than offset by a decline in housing outlay in consequence of the ending of the 
temporary housing programme. Not all the industrial projects are, however, 
expected to reach estimate. In any case, the genuine net new investment will 
not be large: gross fixed investment is put at £2,125 millions, yet depreciation 
provisions (at Inland Revenue rates) are put at {900 millions. It seems 
questionable whether industrial investment will on balance leave any margin 
after making good the year’s wastage. The whole programme, large though it 
is, is for industry the bare minimum, given the big share bespoken for social 
services and public utilities. Small wonder the Survey remarks that “ we 
cannot hope to obtain large annual increases in productivity by increased 
capital per head in manufactures ”’. 

To sustain these programmes and to permit the budgeted increase in the 
current expenditure of the Government will require a volume of personal 
savings and a budget surplus roughly equal to those of 1948. The surplus for 
all public authorities for the calendar year is shown, rather astonishingly, to 
have surpassed the estimate by £206 millions (at £606 millions, before deducting 
the Government transfers to private capital account—war damage, E.P.T. 
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refunds, and doctors’ compensation).* After these deductions, the surplus 
which current tax rates would produce in 1949 is estimated at £415 millions, 
compared with £427 millions last year. After taking credit for an additional 
£75 millions from depreciation allowances and an extra £35 millions from 
undistributed profits (these are estimated to have risen by £135 millions, to 
£540 millions in 1948), spontaneous personal savings would need to reach £210 
millions to balance the account without the aid of inflation—this, moreover, 
after reckoning that last year’s rise in the national income will raise this 
year’s tax yield by £183 millions. It is admitted, too, that last year’s revenues 
partly flowed from the lubricant of the « -arlier inflation, whereas savings are 
now suffering from the natural fall in “ involuntary ”’ savings as supplies of 
the kind of consumer goods people want to buy become more plentiful. 


TABLE II 
COMBINED CAPITAL ACCOUNT, 1947-49 
(£ millions) 











| | Forecast Forecast 
. for 1949 | : | | for 1949 
Ss S > j > 2 | C r: } 
“Aside 1947 | 148 | at | eorthation ro47 | 1948 | a 
side } y < 0 
| 1948-49 | | end 1945 
| tax rates | | prices 
‘ . — a Semen _— — . a a 
Current Surplus of | Gross Capital Form- | 
Public Authori- | ation at Home _ ...._ | 2,040 | 2,352 | 2,330 
ties -» |-340 | 427 415 | Plus External Invest- | 
Transfers to Private | | ment (Foreign Bal- | i 
Capital Account 300 | +179 185 | ance) re -+ | —630 |—120 | -- 
Additions to Company | | 
Tax Reserves | 40 | 50 45 | 1 
Depreciation Allow- | | | 
ances oe 750 | 925 | yOO | | | 
Undistrib uted Profits 405 | 540 575 | 
Personal Savings (1) | 250 | arr | 210 | | | 
aaeintcick aitenesiaindiecaptetliarin d Ss eee TES ee Le Vee 
Total Capital Form- 
; - . . | . | 
Total Sums Set Aside | 1,410 | 2,232 2,330 | ation — s 1,410 |2,232 | 2,330 


(1) The figures of personal savings are balancing items; that shown for 1949 is not a forecast, 
but depends upon the assumptions made about the other items. 


Plainly, even the luke-warm disinflationary prescription which is apparently 
all that the Government contemplates, requires the maintenance of the present 
tax burden. More is the pity that the Government shows no sign of tackling 
the probk m from the other end—by reducing its own expenditures. Britain 
needs a firm disinflationar ry policy, and it needs almost as urgently precisely 
those tax concessions which might give incentive and restore initiative. Only 
retrenchment can reconcile these conflicts of need; but there seems no hope 
of that at present. In the circumstances, one cannot but be amazed that the 
Government can declare, in italics, “‘ our recovery will never be complete unless 
we can develop a keen and adventurous spirit in management .. .”. How 
grim a jest, for a phase in which almost the only scope left for adventurers is 
in the ground-nut jungles of the Government. 





* The differe nce, however, appears to be mainly due to a revision of last year’s division 
between capital and current expenditure in the Government account. 
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Is Gold Too Cheap ? 
By C. Gordon Tether 


HE fact that the gold-mining industry in many parts of the world has 

been hoisting signals of distress at the very time when boom-like conditions 

have obtained in free markets for gold has long pointed to the need for a 
thorough and dispassionate review of the policies pursued towards gold by 
the major trading countries under the direction of the International Monetary 
Fund. Now the smouldering dissatisfaction with the present marketing 
arrangements of the gold-producing countries has been fanned into a flame 
by the action of the South African Government in openly challenging the 
policies of the Fund. A full and frank discussion of the gold price problem 
can, therefore, no longer be deferred. Rightly or wrongly, the gold-producing 
countries have formed the impression that they are being given a raw deal 
under the Bretton Woods set-up. They contend that current I.M.F. policies 
are unjust and inimical to the interests of member countries, as well as being 
untenable in the long run; and there are many indications that these argu- 
ments find a wide degree of support in other countries. It is in the general 
interest that a searching investigation should be set on foot to test the validity 
of these allegations. If they are soundly based, failure to make the necessary 
changes may mean that world economic recovery will be unnecessarily impeded. 
But if the charges are entirely unfounded, so long as they go unanswered 
there will be a growing risk that members of the Fund will nurse a sense of 
grievance—with the consequent danger that the Bretton Woods structure will 
be undermined by widespread breaches of discipline. 

The purpose of this article is to examine the two principal complaints 
made against international gold policies as operated under the rules of the 
International Monetary Fund, and to take as the basic and fullest statement 
of these grievances the arguments developed in the recent South African 
notes to the management of the Fund. The first complaint is that there has 
been no adjustment in the official gold price, from the level of $35 per ounce 
fixed in 1944, to correct the “ disequilibrium ”’ said to have been caused by the 


“ sky-rocketing ’’—-Mr. Havenga’s phrase—of all other prices since that time. 
In the South African view, these developments make the current official gold 
price “‘ quite unrealistic '’. It is said, furthermore, that the Fund’s attempt to 


maintain it is undermining exchange stability, distorting international trade, 
threatening the policies which member countries have undertaken to support, 
and menacing the gold-producing territories. The second complaint relates 
to the Fund’s efforts to prevent member countries from taking advantage of 
the current demand for gold at premium prices for alleged industrial, artistic 
and professional purposes. 

For the purpose of this investigation, these issues can be most conveniently 
dealt with separately ; but it should be emphasized that they are in many 
respects closely related. Thus it would seem from statements made by South 
African spokesmen that the Union’s decision to participate in the premium 
gold business has been dictated largely by the fact that she considers she has 
hot been securing a realistic price for gold sold through official channels. 
Whether South Africa’s sole object in raising the matter of premium sales has 
been to draw attention to the larger grievance cannot be determined. But it 
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does seem reasonably clear that, if arrangements were made to raise the official 
price to a level which the Union considers reasonable, she would be found 
ready to fall in with the Fund’s wishes about transactions in semi-processed 
and fully fabricated gold. The recent exchanges of view between the Fund 
and the South African Government were, it is true, largely concerned with the 
disagreement over the conditions that should govern transactions in premium 
gold: the question of the “ realism ”’ of the official price apparently cropped 
up only as a kind of by-product of this discussion. There can be no doubt, 
however, that in relative importance, the question of the official price ranks 
far ahead of the issue of premium sales in South Africa’s eyes—as, indeed, in 
those of all other gold-producing countries. Mr. Havenga’s budget speech, 
following shortly after the despatch of the notes to the I.M.F., does, in fact, 
imply that the ‘‘ experimental ’’ premium sales represent the first salvo in an 
active campaign on the major issue. “‘ The change in the international gold 
price,” Mr. Havenga declared, “ is not something which can take place without 
careful preparation. It is something which seldom happens. . . . I believe, 
however, that the process of preparation . . . is already taking place. I do 
not, however, want to underestimate the forces which must be employed 
before such a change can take place’. If the process has begun, then itis 
Mr. Havenga more than anyone else who has launched it. And, plainly, it is 
he who is rallying the forces. 

First, then, let us examine the claims that the current official gold price 
is ‘‘ unrealistic” and that its “ unreality ’’ is undermining exchange stability 
and generally damaging the real interests of the members of the International 
Monetary Fund. An obvious difficulty here is to devise a test whereby the 
realism of the current price may be determined. Producers’ ideas about the 
right price for any commodity are normally in sharp contrast with those of 
consumers, and in the case of gold the issue is complicated by traditional 
considerations and a host of other factors—including the fact that for many 
years past the biggest “consumer” has been the monetary demand of the 
United States. Basically, however, gold must be answerable in the end to 
the laws of supply and demand in the same way as any other product. For all 
practical purposes, therefore, if the charge of unrealism is to succeed it must 
be possible to show that the supply of gold coming forward for disposal is 
being artificially kept out of equilibrium with the demand by retaining the 
present basic official price of $35 per ounce. 

There is no doubt that the failure of the gold price to rise with other com- 
modity prices has operated severely to restrict the output of gold from the 
mines. From the peak level of 37.5 million ounces reached in 1940, world gold 
output outside the U.S.S.R. (for which no figures are available but which does 
not participate in the world market on any appreciable scale) dropped to about 
22 million ounces last year. In many cases, the costs of producers have over- 
taken their earnings and in several countries a substantial part of the industry 
is being kept in production only by the provision of governmental assistance. 
Canada, Colombia, Australia, Rhodesia and other countries have all intro- 
duced subsidy schemes of one sort or another, while other countries have 
afforded assistance to producers in the form of taxation relief. Subsidies are 
easy to justify at the present time because the world-wide shortage of douars 
makes anything convertible into gold of double value, but assistance of this 
sort may be less easily defended when the dollar problem becomes less acute, 
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so that, in the absence of any change in the relative values of gold and other 
commodities, a further decline in output is not impossible in the longer term. 
But the fact that the relationship of costs to earnings has changed, even in 
the short space of five years, in such a way that production has been severely 
depressed and may fall further, and that this has had painful results for pro- 
ducers and for countries which are dependent for much of their overseas income 
upon the output of the mines, is not itself adequate reason for claiming that 
the current price is not “‘ realistic’. The threat to the gold-producing countries 
and to the future of the industry are clearly matters that must receive con- 
sideration in an examination of the wisdom of continued adherence to present 
international gold policies. But the basic price of gold can be shown to be 
unrealistic on a strict supply-demand basis only if it can be demonstrated that 
it is so restricting the supply of gold that it is falling short of the demand. 


FREE’ MARKET PREMIUMS IRRELEVANT 

It is often claimed that the large premiums over official currency values 
which are being paid, in terms of all currencies, for gold offered in free markets 
all over the world afford conclusive proof that just such a situation has arisen. 
In India and elsewhere in the East gold commands a sterling price which is 
very nearly double the equivalent of the figure established by the I.M.F. 
parity. In China gold has been sold in exchange for American dollars at prices 
materially above the American official price of $35 per ounce, and even in the 
New York market gold usually commands a premium of at least Io per cent. 
over that figure. But care should be taken not to read too much into these 
free market prices. In the first place, the premiums in terms of American 
dollars are to a significant extent explained by the widespread notion that the 
official gold price must eventually be raised considerably ; this has naturally 
induced speculators and hoarders to swap their U.S. dollar holdings for gold 
on the best terms available. The still wider premiums over nominal official 
values in terms of weaker currencies than the U.S. dollar are a measure of the 
market’s estimation of the extent to which the current parities of these cur- 
rencies in terms of U.S. dollars (as well as in terms of gold) overestimate their 
true value. They point to the need—to which attention was drawn in last 
month's issue of THE BANKER—for an overhaul of the system of official 
exchange values in terms of the U.S. dollar, rather than to the desirability 
of an adjustment in the basic gold price. Indeed, it is quite certain that if the 
basic price of gold were doubled, without simultaneous re-alignment of cur- 
tencies in accordance with their true purchasing power in terms of the U.S. 
dollar, these premiums would for the most part persist. Finally, to put the free 
market premiums in correct perspective for the purposes of the examination 
of the ‘‘ realism "’ of the official price of gold, it must be borne in mind that 
what is being witressed in these markets is the impact of the demand for gold 
for private hoarding purposes upon a very slender supply. But in assessing 
the true demand for gold as it bears upon the supply of newly-mined metal, 
the hoarding demand must to a large extent be disregarded. For it is not only 
the International Monetary Fund that is working to keep gold supplies within 
official channels. With the exception of a few hard currency states and some 
of the less well organized countries in the East and the Far East, all countries 
to-day place severe limitations on imports of gold for private hoarding and 
thus render this demand largely inarticulate so far as the producing countries 
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are concerned. The demand indicated by high premium prices for the restricted 
supply is therefore of no great relevance to the question of determining the 
‘realism ’’ of the basic gold price, the price paid for the preponderant part 
of the whole supply. 

The big factor at the moment, and probably for many years to come, is 
the demand for gold for official purposes. When this aspect of the demand is 
examined the suspicion rapidly begins to take |hape that the real explanation 
of the tenability of the $35 per ounce official price for gold in face of the rapid 
advance in costs of production in the gold-mining industry in the past five 
years is to be found, not in the blind obedience of gold producing and con- 
suming states to Bretton Woods rules, but in a contraction of the effective 
demand for gold. The traditional uses for gold are as a store of wealth and as 
a medium of exchange. The demand for gold for use privately as a store of 
wealth is, as has been shown, now largely suppressed by governmental controls, 
More important still is the fact that in recent years changes in fashions and 
monetary theories, assisted by war and post-war developments, have severely 
limited the use of gold for traditional purposes on official account. 

Thus the practice of absorbing gold into efficial reserves to provide a backing 
for the note issue and a basis for the domestic credit system has been discon- 
tinued by almost all countries—and this is true also even of the practice of 
holding large amounts of gold as an external reserve against emergency, 
though this latter change has occurred under pressure of circumstances rather 
than as a voluntary response to new and perhaps more enlightened principles 
of monetary control. The urgent need to turn every available export to account 
in purchasing goods from other countries has, in the majority of cases, left no 
room for the unrequited exports (unrequited, that is, in the sense that they 
find no counterpart in imports of consumable goods and services) which gold 
purchases for the purpose of storage entail. Most countries have been and are 
still willing enough to accept gold in exchange for their own currencies, but 
investigation reveals that the demand is not for the gold itself but for the 
dollar spending power it will generate when re-sold to the U.S. Treasury. If 
these re-sale facilities were withdrawn, the interest of these countries in gold 
purchases would rapidly evaporate and in present conditions would give 
place to a demand for other dollar-saleable commodities. 

The shrinkage in the demand for gold for official reserves has been accom- 
panied by an equally sharp falling-off in the demand arising from its employ- 
ment as a medium of exchange. A tendency to economize in the use of gold 
for this purpose was already making itself fe It before the war and this has been 

encouraged in the post-war period by the value of bullion as a means of creating 
dollar purchasing power. The system of the bilateral trade pact, which has 
formed the basis of a large proportion of international trade since the end of 
the war, is normally designed expressly to exclude gold transfers. The familiar 
gold clause in such agreements is designed, not because the creditor wants to 
hold gold as such, but simply to set a limit to his commitment to carry 4 
currency which is not immediately convertible into the goods he needs; 
the effects and implications of such clauses would not be perceptibly altered 
were they to be re-worded as dollar clauses. Similar principles run throgh 
most contemporary international clearing schemes and multilateral trading 
arrangements—not excluding the important intra~-European Payments scheme 
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Even the machinery of the International Monetary Fund itself, while estab- 
lishing a link with gold, is intended to procure the utmost economy in its use. 


VITAL ROLE OF THE UNITED STATES 

It is possible that in the course of time these trends will be reversed; but 
for the present they are operating to restrict the demand for gold to such an 
extent that, apart from the limited offtake for industrial purposes and such 
private hoarding demand as can make itself felt through official restrictions, 
the only really large outlet for newly mined gold is that afforded by the one 
country which is able and willing to buy—the United States. Remarkable 
statistical confirmation of this assertion is provided by setting the figures of 
the world annual output of gold side by side with movements in American 
oficial reserves. This is done in the table below, which shows that in each of 
the past two years the United States absorbed gold to a total greatly exceeding 
the world output of the mines. Taking the twelve years from 1937 to 1948, 
the increase in the American gold stock is found to be the exact equivalent of 
world procuction cf gold over the same period. 


World Gold Output U.S. Official Reserves 
$ millions. (excluding U.S.S.R.)* Change on 

Approx. At year-end year 
1937. -- : a bin 1,042 12,760 -++ 1,502 
1938 ix = x ‘ie 1,142 14,512 + 1,752 
1939 a ies 1,219 17,044 + 3,132 
eS ae a is 2,301 21,995 + 4,351 
| ae oa Ka a 1,265 22,737 — 742 
1942... as sa ice 1,130 22,726 - II 
9043S. . a 880 21,938 — 788 
1944 ee : o 2% 794 20,019 — I,319 
45k a as a 745 20,065 —- 554 
1946... ‘ ee ae 762 20,529 + 464 
1947 oe ‘ ar ae 758 22,754 + 2,225 
1948 .. ‘ 707 24,244 + 1,590 


*Valued at U.S. official price. 
It should be noted, too, that the abnormal years in this period were the war 
years in which America did #o¢ absorb gold: it became a temporary store of 
value elsewhere during 1941-46 solely because certain countries, notably those 
of South America, could not then secure dollar goods in exchange for their 
large exports of mainly primary produce: they ran through the accumulated 
gold as soon as it became genuinely “ convertible” in the United States. It 
might be said, indeed, that Latin America during the war held inconvertible 
gold just as the sterling area held inconvertible sterling. 

There is no reason to suppose that a higher gold price would widen the 
demand for gold from other parts of the world—quite the contrary—so that 
on a strict supply-demand basis the “ realistic ’’ price for gold now and perhaps 
for some time to come (to put it no higher than that) would seem to be the 
price the United States is prepared to pay. But American reserves, aggre- 
gating well over half the world’s official stocks, are already more than sufficient 
to cover any possible contingency, even assuming that a drain on America’s 
reserves would find the rest of the world willing to send unrequited exports 
to the United States against “‘ payment ” in gold. Hence the United States 
has no inducement to step up the price to encourage production. Indeed, 
Mr. Snyder, the Secretary to the U.S. Treasury, has frequently said that the 
Price the United States is prepared to pay is no more and no less than $35 
per ounce. 
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If this analysis is sound, the conclusion must be that, having due regard to 
the supply of and the demand for gold, there is nothing “ unrealistic ”’ about 
the present basic world price of $35 per ounce. This does not necessarily 
invalidate South Africa’s contentions that the fall in the purchasing power of 
gold is undermining exchange stability and distorting international trade. But 
it does suggest that, if remedial action is to be taken, the principal buyer of 
gold must first be persuaded that the benefits that will flow in the wider sens 
from an upward adjustment in the gold price will provide adequate compensa- 
tion for the additional strain that must be imposed on the American economy 
by the need to concede a larger quantity of goods in real terms for each ounce 
of gold the United States is called upon to absorb. 


EFrFecT ON WorLD RECOVERY 

Hitherto, official opinion in the United States has held that, so far from 
operating as a stimulus, a higher gold price would tend to retard world recovery 
and the restoration of financial and monetary stability, chiefly on the grounds 
that inflationary stresses would be aggravated and manpower and materials 
would be diverted from the production of “ real ’’ goods to the production of 
monetary metal. It would be idle to deny that the writing-up of the value of 
official gold stocks in terms of all currencies as a sequel to an increase in the 
world price achieved through a uniform change in parities by the International 
Monetary Fund, and the addition to the spending power, in terms of commodi- 
ties of the gold-producing territories could—and to a certain extent would— 
add to the world demand for goods without producing an equivalent expansion 
in supplies. It is possible that the increase in the value of gold reserves might 
provide the basis for an expansion in money supplies in some countries, though 
few countries still retain any close link between their gold reserves and their 
credit structures. There is also a chance—perhaps a probability—that, to 
some extent, a higher gold price would draw more labour and materials into 
the gold-producing industry. But these drawbacks can be exaggerated; a 
point may have been reached where it might be worth incurring them if 
substantial benefits could be secured for world recovery in other directions. 

There is not, as it happens, a great deal of evidence to show that the fall 
in the purchasing power of gold is undermining exchange stability or distorting 
international trade in the wider sense. The artificiality of the present official 
values in terms of gold (and of other currencies) of many currencies could be 
corrected without altering the basic price of gold; by the same token, it 
would not be corrected by uniform proportionate changes in the parities of all 
currencies as a sequel to an adjustment in the basic official gold price. Its, 
however, quite certain that the stability of the South African currency has to 
some extent been undermined and the external trade of the Union distorted 
by the fall in the purchasing power of gold and that both aspects of South 
Africa’s immediate problem would be considerably alleviated by an increase 
in the basic world gold price. The same can be said, though with less force, of 
all other gold-producing countries. The economic stability of South Africa and 
other gold-producing countries is obviously a matter of some importance, 4, 
indeed, is the re-establishment of the gold-mining industry on a healthy bass. 
For even if it is accepted that gold will not in the future be in so much demand 
as a medium of exchange and as a store of wealth as in the past, it will pre 
sumably continue to perform these functions to an important extent —especially 
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in the East—and this will call for a sound and steady source of supply. The 
United States, in its position as virtual arbiter of the world price, should weigh 
these solid advantages against the admitted disadvantages before rejecting 
the case for an increase from the $35 level. 


SOUTH AFRICA versus THE FUND 

Let us turn now to the criticisms of the Fund’s efforts te discourage member 
countries from taking advantage of the demand for gold for industrial, artistic 
and professional purposes by selling semi-processed or fully fabricated metal 
at premium rates. The South African disagreement with the Fund on this 
matter, it should be made clear, is not, in theory at all events, on a question 
of principle. Neither the Union nor any other signatorv of the Bretton Woods 
Agreement has directly challenged the Fund’s ruling in 1946 that, to avoid 
disturbing the exchange relationships of member countries and possible loss 
of gold to official monetary reserves, transactions in gold at premium prices 
(other than purely domestic transactions) should be prohibited except when 
arising from the satisfaction of bona fide and customary industrial and 
similar requirements. The Union Government has claimed that its plan to sell 
a modest quantity of gold through the London firm of Mocatta and Goldsmid 
at premium prices is in conformity with the Fund’s ruling, and that it is 
satisfied that adequate safeguards are being taken to ensure that the semi- 
processed gold is used only for authorized purposes. The Union authorities 
seem, moreover, to be taking it for granted that the proposal to export fully- 
fabricated gold articles at premium prices could entail no infringement of 
I.M.F. rulings ; the fact that the scheme will be satisfying a demand only for 
fully-processed gold is put forward as proof in itself that the gold is being used 
only for industrial, professional and artistic purposes. The Fund has questioned 
the adequacy of the safeguards being taken in the Mocatta deal and has flatly 
stated that the project to undertake fabrication in the Union does nothing to 
overcome its objections to the whole plan for premium sales. The Fund’s case 
seems to be that “all verifiably genuine ’”’ demands for gold can already be 
satisfied from the releases made from official stocks at official prices and that, 
by implication, the South African premium transactions must be connected 
with the satisfaction of unauthorized (e.g. hoarding) demands. 

The Union authorities have evidently gone to some trouble to demonstrate 
that the demand for premium gold for these “ legitimate ’’ purposes is wider 
than the Fund supposes ; but it seems likely that they have paid inadequate 
attention, perhaps deliberately, to the stipulation that premium sales must be 
restricted to the satisfaction of customary as well as bona fide industrial, etc., 
requirements. The Fund’s difficulty is to establish a formula which would 
enable customary and bona fide transactions to be distinguished from those 
which do not qualify for this description, for in practice it is all but impossible 
to determine the motive which lies behind a specific transaction. 

The question the Fund ought seriously to ask itself is whether any useful 
purpose is served by pursuing present premium gold policies, at least insofar 
as they concern transactions which involve—as the South African proposals 
do—only the exchange of gold for hard currencies. It is difficult to see how 
deals of this sort entail any effective loss to monetary reserves, since the real 
loss actually takes place when the hard currency is withheld from the central 
monetary authority of the country in which the hoarding operation takes place 
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—not when it is converted into gold, If the gold were not available the hard 
currency would be hoarded instead. It is true that an exchange of hoards 
from dollars into gold must mean in the end that the gold holding of the United 
States will rise less rapidly than it would otherwise have done ; but can this 
really be regarded as any effective drain upon the world’s mon tary reserves 
of gold? Moreover—and for the same reason—the only exchange rates 
theoretically exposed to undermining by operations of this sort are + thie of 
the hard currencies ; and these can surely be yea to take care uf themselves, 
It is natural that I.M.F. member-countries such as South Africa, whose econo- 
mies have been placed in me yardy by the fall in the purchasing power of gold, 
should be anxious to take advantage of such limited opportunities as exist to 
secure a higher return in dollars from their gold output than is obtainable 
through official channels ; they are bound to feel a sense of grievance if they 
are debarred from doing so while others are not. The experience of the past 
two years has shown that premium deals in gold cannot, in any event, be 
stamped out by the issue of <dicts by the International Monetary Fund. They 
are more often than not symptoms rather than causes of exchange malaise. 
Indeed, the Fund might use its energies to greater profit in seeking to secure 
the re-alignment of currency values it so often shows to be mngeniy needed. 

The conclusions that emerge from this examination may be summarized 
briefly. First, having due regard to the supply of and demand for gold, there 
is nothing fundamentally “ unrealistic ’’ about the present official gold price 
of $35 per ounce. Secondly, although a higher price for gold in terms of 
cotta currencies, occurring solely as a by-product of a general (but not 
uniform) re-alignment of currency values to rectify current overvaluation or 
undervaluation, might have considerable advantage 's from the viewpoint of 
world recovery, the case for a higher basic price mainly depends on the thesis 
that a possible modest increase in world inflationary stresses is a price worth 
paying for a strengthening of the economies of gold-producing states and for 
safeguarding the future of the gold-mining industry. Thirdly, the chances of 
achieving a higher basic price turn upon the possibility of convincing the 
United States of the validity of this thesis. Fourthly, the International 
Monetary Fund might with advantage adopt a rather less rigid attitude 
towards the question of premium sales of gold against hard currencies, and 
should seek a solution of the above-parity problem rather by using its influence 
to secure the rectification of artificial e xchange values. 

It should, perhaps, be added that, to suggest that gold-producing countries 
should not be altogether barred from taking advantage of the demand for 
premium gold against hard currencies is not to concede that it is in their long- 
term interest to exploit this outlet for gold, particularly if this should have the 
effect of bringing them into active conflict with the International Monetary 
Fund and the United States, which must play so important a part in the 
determination of the fortunes of the gold-mining industries and of the countries 
which are heavily dependent upon gold sales for overseas earnings. The recent 
annual report on the Economic Aspects of the Gold Industry prepared by the 
Social and Economic Planning Council of South Africa pointed out that “it 
is in the Union’s long-term interest to maintain a steady market for gold at 4 
stable price rather than to encourage highly erratic free markets”. In the 
circumstances, this advice could hardly be bettered. 
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Argentina’s Post-war Expez ciments 


The aims and tntentions of Argentina’s post-war economic policy, never very intelligible 
to observers in Britain, have been pres obscured since the end of January, when Senor 
Miranda was dropped from his key post as head of the National Economic Council and 
succeeded by the Finance Minister, Dr. Ramon Cereijo. ee a the Presidents 
of the three State ba inks (including the Central Bank) were also replaced. 

‘ivst impressions that drastic changes sy policy were afoot seemed confirmed by the sus- 
pen: ion, e vy ory nonth, of all pe ymi s for imports and outward remittances ; but now 
it is questioned whether the be sic objectives will be greatly altered. 

As the chequered history of successive Angl shea negotiations shows, Argentine 








economic policy ts of great importance for B velain. THE BANKER therefore arranged for two 
special investigations, the resulis of w hich are 7 presented in these articles. They examine 
yealistically the far-reaching expei ci viens which since the war the Peron Government has made 


in the spheres of State trading and control of credit and banking.—Eb. 


I— Control of Foreign Trade 


By N. A. D. Macrae 


HERE are three main economic problems which have to be faced by 

any Latin American State which is enthusiastically industrializing itself 

to-day. First, many of the machines and much of the skilled man-power 
needed for the process of industrialization can be bought only with hard 
currency from abroad. This means that all these countries must carefully 
husband their foreign exchange reserves, trying always to push their exports 
on the world market and to keep out inessential imports. Secondly, whenever 
industrialization takes piace, there must be a considerable net flow of labour 
and capital from the rural areas to the towns. The State’s financial policy is 
an important factor here, for workers will not move from the land unless a 
relatively high level of real, as well as of money, wages is assured in the factory 
areas (in other words, unless urhon inflation is avoided). On the other hand, 
agricultural savings can usually be ms bilized only by penal taxation or other 
fiscal devices. Thirdly, the best-laid development plan in any “ new ” country 
may all too easily be wrecked on the rock of undesirable private speculation or 
bald-faced public orruption. This danger is especially acute in Latin America, 
where speculation and politics have long gone hand in hand as the chief national 


A 


sports of the urban classes and the most remunerative indigenous industries 
for the acquisitively inclined. 

In the two articles of this series an attempt will be made to analyse the 
economic and financial machinery which has been set up since 1946 in the 
Republic of Argentina, where an extensive programme of industrialization 
isnow under way. This article will be devoted mainly to a study of the achieve- 
ments of [API (instituto Argentino de Promocion del Intercambio), the 
Government-sponsored monopoly through which virtually all export (and 
many import) transactions are now canalized. The second article will examine 
the complex system of banking legislation through which the State has now 
assumed absolute control over all aspects of credit operation and policy, 
the teby reducing the commercial banks to the status of so-called agents. As 
will quickly emerge, any detailed scrutiny of these policies and projects reveals 
wide scope for criticism. It is fair to remark at the outset, therefore, that the 
Argentine experiment contains certain positive, as well as negative, lessons of 
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interest to those who may be concerned with development problems in other 
expanding primary producing areas of the world. 

The “ post-war period’ in Argentina’s economic affairs can be said to 
date from the summer of 1946, when the Peronista Government—which had 
already enjoyed three years of provisional administration—was confirmed in 
office at the polls. The Government was at this time particularly well placed 
to cope with each of the three industrialization problems indicated above, 
In the first place, the foreign exchange reserve had mounted from just under 

1,400 million pesos in December, 1939, to more than 6,000 million pesos in 
September, 1946, thus providing a standing fund for the purchase of investment 
goods from abroad. Secondly, under the influence of a rise in real urban wages 
by at least 40 per cent., factory employment had increased during the war 
period by more than 30 per cent. ; and this increase had been achieved without 
creating any serious labour shortage on the land. Moreover, the phenomenal 
rise in agricultural prices after 1945 meant that the Treasury could hope to 
milk substantial excess profits from the farmers to provide finance for the 
investment programme laid down in the Five-Year Plan. Finally, General 
Peron’s undoubted measure of popularity with his “ shirtless ones ’’—that is, 
the proletariat—meant that he was not dependent for the Presidency, as so 
many of his predecessors had been, on the continued support of that customary 
covey of commercial camp-followers who hang around the coat-tails of any 
Latin American statesman, each claiming the grant of some lucrative monopoly 
in return for services rendered and all quarrelling among themselves about the 
division of the spoils. The barometer, in short, seemed definitely set fair for a 
period of continued economic expansion. 

It was in this setting that the Trade Promotion Institute (IAPI) began to 
play a prominent part in Argentina’s economic affairs. The IAPI was actually 
born before the 1946 election, but in its early years it seemed to be an innocuous 
body and could then be compared, in its intention, to, say, the West Afnecan 
Produce Board and other marketing schemes set up since 1939 within the 
British Commonwealth. The WAPCB, it may be remembered, was the organi- 
zation sponsored by the British Colonial Office in 1940, when it became neces- 
sary to buy up the unexportable surplus of the cocoa crop in Nigeria and the 
Gold Coast in order to prevent local incomes from falling to famine levels. 
Later, when world prices soared, tiie WAPCB—or, rather, its successors—was 
compelled to follow the opposite policy of deliberately restraining the price 
»aid to producers, in order to damp down internal inflation. The Argentine 
Government, in spite of its more varied economy, was faced by substantially 
the same pattern of events between 1940 and 1946, and was forced to take a 
similar series of apparently contradictory steps. 

After August, 1946, however, the objectiv es of the Argentine Government, 
in its intervention in international trade, were significantly widened. Since 
that date there have been three main points of difference between the IAPI 
and Control Boards of the WAPCB type—differences which form the very 
hub of the controversy now raging around the Peronista experiment. These 
differences arise, first, from IAPI’s system of internal price fixing ; secondly, 
its policy of aggressiv e selling; and, thirdly, its method of import control. 
Each of these points deserves examination in some detail. 

It is a cardinal principle of Marketing Boards in the British Colonial 
Empire that the proceeds accruing from the sale of any particular crop belong 
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to that crop’s producers. Reimbursement is not necessarily immediate ; each 
Board attempts to make a profit in good years to offset the losses expected in 
times of slump, and small sums may also be set aside for research or investment 
projects of value to the industry concerned. There is, however, no over-riding 
intention of robbing agricultural Peter to pay manufacturing Paul. 


(1) IAPI AND INTERNAL PRICE POLICY 

The IAPI, by contrast, is acknowledgedly intended to be a source of develop- 
ment finance. It attempts to equate its internal buying price to local costs of 
production (though exactly what these are in any agricultural system is always 
a matter of doubt), while it levies differentially on its various customers 
overseas the highest price short-term traffic can bear. As a result, it has 
amassed vast trading profits during its two and a half years of active operation 
—profits amounting to at least 2,000 million pesos in 1947 and probably to 
little, if any, less in the year just passed. 

The main internal sufferers from this policy have been the producers of 
cereals and oilseeds. For three successive crop seasons (1947, 1948 and 1949) 
the internal buying price of wheat has been set at 17, 20 and 23 centavos a 
kilo respectively—while the external selling price has been maintained (with 
increasing difficulty) at 60 centavos or more. Buying prices for maize have 
ranged between 10 and 14 centavos, while selling prices were until recently 
maintained at 35 to 30 centavos abroad. In oilseeds, the IAPI’s policy has 
probably caused irreparable long-term harm as well as considerable short-term 
dissatisfaction, since the planted area has diminished and established markets 
have been lost. Livestock producers have fared slightly better, although even 
here the whole business of purchasing, processing and packing is now under- 
taken on IAPI account—so that the complete commerce from animal to 
consumer must be regarded as an integrated part of the confiscatory mechanism. 
The list of similar chains could be extended almost indefinitely, since [API 
now possesses the exclusive right to sell abroad practically every item of major 
importance in Argentina’s export trade. 

The fatted calves thus kidnapped from the country’s landed interests 
are delivered cheap to the Republic’s younger sons. Argentina’s rising indus- 
tries are not only assured of a preponderant position in the home market by a 
complex network of import duties, quotas, permits, and tax rebates; they 
are also helped in their exporting business both by direct subsidies and by 
the system of differential exchange rates. Approved industrial exporters 
receive more pesos for (and pay less commission on) foreign exchange surren- 
dered to the Central Bank than do less favoured Cinderellas outside the Five- 
Year Plan. The difference between the “ preferential’’ and the “ basic ’’ 
export rate is quite substantial, amounting, on the scale recently in operation, 
to a subsidy of some 18.5 per cent. under this head alone. Since June, 1948, 
moreover, two additional export rates have been in force. The first of these 
(which refers to industrial goods sold in neighbouring countries) gives a subsidy 
of some 20 per cent. above the “ basic ” rate and the second (which refers to 
industrial goods of which there is a surplus) gives a subsidy of no less than 
25 per cent. on top of that. 

In addition, of course, IAPI’s policy of milking agriculture of its potential 
profits has helped the manufacturing interest by keeping food prices—and 
urban wages—relatively low. This has happened both because farmers are 
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willing to sell more of their output at home than they would if they could 
obtain the full world prices for their produce as they exported it (in fact, the 
proportion of both livestock and cereal products domestically consumed is 
vastly greater now than before the war), and because IAPI itself sells large 
quantities of wheat, sugar, potatoes, oils, meat and butter (sometimes at 
prices even below its internal buying price) on the home market whenever 
stocks permit. It ryorw be emphasized that this particular anti-inflationary 
policy has succeeded only because the normal level of livestock and agricultural 
production in Argentina is considerably above the normal level of domestic 
requirements. The discriminatory prices set by IAPI have quite clearly led 
farmers to curtail output and eat more of their own produce. In most other 
countries of Latin America such a development would have led to acute food 
shortages and raging inflation in the towns—an inflation which no system of 
rationing and legal controls could have really damped down. 

In sum, one of [API’s main functions in its manipulation of internal prices 
has been to tackle the second of the “ industrialization problems” men- 
tioned at the beginning of this article—that of enticing capital and labour 
from the land to the factory seine by raising real incomes there. This purpose 
has been to some extent achieved, but only at the cost of reduced agricultural 
exports and therefore of diminis shed foreign exchange reserves. Production of 
almost all agricultural commodities is running well below capacity, and, in 
most cases, below pre-war levels as well. To carry out its cherished industrializa- 
tion policy, the Peronista administration has had to lay the older props of the 
Argentine economy irretrievably in pawn. 





(2) IAPI AND EXTERNAL PRICE POLICY 

Consider, now, [API’s external selling policy. The Argentine Trade Promo- 
tion Institute has operated in the world market as a discriminating monopoly. 
In other words, differentially higher prices have generally been demanded from 
those customers with an urgent or “ inelastic ’’ demand for Argentine produce 
—that is to say, from those who have no alternative sources of meat or cereal 
supply, those who are unable for political reasons to reduce their domestic 
food rations, and those who need Argentina as a market for their own manv- 
factured goods. Experience has shown, however, that prices may sometimes 
be reduced, if the customer is one with whom the Argentine Government 
wishes to carry on a (frequently temporary) political flirtation, or if it isa 
nation which is able to dangle some subsidiary bait (such as the sale of a 
railway, the granting of a shipping preference or free port), the securing of which 
is regarded by the Peronistas as adding to their country’s external prestige. 
In addition, it is alleged, personal preferences and antagonisms have played a 
quite remarkable part in the fixing of individual contract terms. 

The situation is complicated “by the fact that published prices are not 
always what they seem. IAPI, for example, has a vested interest in not 
allowing the price of wheat in any contract to fall below 60 centavos a kilo, 
since this is the price written into some long-term agreements with most 
favou red nation clauses. Recent wheat contracts therefore have frequently 
included this price—but have weighted it by doubling the prices paid by Argen- 
tina for deuposts from the customer concerned. When the bargaining boot is 
on the other foot, and Argentina is in the stronger monopoly position, contracts 
may include stipulations to the effect that internal transport and shipping 
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shall be carried on by Argentine concerns. This can quite easily add 25 per 
cent. to the cost of such produce. In any case, IAPI’s unvarying policy of 
directing business away from the river ports—towards the Port of Buenos 
Aires, with its large electoral vote—has added considerably to f.o.b. prices. 

Amid this welter of confusing detail, three broad conclusions about the 
effects of Argentine selling policy stand out. 

First, it is evident that the Argentine authorities have made the mono- 
polist’s familiar mistake of underestimating the difference between the elasticity 
of market demand in the short term and in the long. The most obvious example 
of this is afforded by linseed oil. The price demanded was so high that the 
United States has been induced to turn over to domestic production. The first crop 
harvested there has exceeded normal domestic requirements, and the Argentine 
producers’ main export market has been whistled up the wind. Linseed is an 
annual crop; many of Argentina’s staple exports have a longer period of gestation, 
so that unpleasant repercussions in the market for these may be yet to come. 

Secondly, many of Argentina’s contracts for the sale of agricultural produce 
cannot now be honoured, simply because IAPI’s internal price policy has led 
to reduced production or to diversion of supplies to the home market. When 
some customers have to go short, the burden is always laid on the backs of 
those paying the lowest current prices. Here, again, the IAPI may be dis- 
counting long-term goodwill for the sake of short-term advantage. 

Finally, the maintenance of some of IAPI’s prices has now, unfortunately, 
become bound up with questions of political prestige. Just before Sefior 
Miranda’s departure, it was even reported that he would have preferred to 
cheapen exports through exchange depreciation (despite its undesirable infla- 
tionary effects) rather than let cereal prices fall. In the 1930’s, some Govern- 
ments were widely criticized for imposing rigid deflation upon their peoples, 
because they believed that exchange depreciation involved some denigration 
of national prestige. The wheel seems to have turned full circle when the 
“new ”’ economics, like older Uncle William, decides to look the world in the 
face by attempting to stand on its head. 


(3) IAPI AND ImporT CONTROL 

Finally, a word must be said about IAPI’s activities in the sphere of 
import trade. Immediately after the end of the war, the Institute entered the 
world market and tried to teach importers their business. It bought up large 
quantities of cheap goods from U.S. war surplus stores—and subsequently 
found that these were unsaleable on the civilian market. Since that time, it 
has tended to realize that the technical problems involved in handling Argen- 
tina's varied import trade are too great for any one Government agency to 
master ; the majority of external purchases now flow in through established 
and accustomed private trade channels. Regulation of imports is now secured 
through the ordinary mechanism of exchange control. 

This control is of two types. In the first place, Argentina, like other Latin 
American States, has long relied on a system of multiple exchange rates. 
When any country hasa tendency towards an import surplus, foreign exchange 
must be rationed either by the Government or by the price mechanism. If 
the job is left to Governments in South America, they are likely to concentrate 
unduly on the import of things handled by their friends or on those brought 
in for their own account (such as arms and ammunition). On the other hand, 
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if the job is left to the price mechanism alone, luxury imports may be encouraged 
while the common people shiver or starve. The multiple exchange system, 
which lays down that exchange for essential imports should always be offered 
at a “ basic’ rate and that exchange for luxury imports should thereafter be 
auctioned on the market, was therefore intended originally as a liberal and 
welcome device. 

Unfortunately, in a world out of equilibrium, a straight auction system 
leads to a disorderly cobweb of varying cross-rates. To avoid this, a modified 
auction system has now been adopted in many countries. In Argentina, for 
example, under the recent scale, ‘‘ preferential’ imports could be bought at 
15.03 pesos to the {1 and basic imports at 17.03 pesos, while luxury imports 
paid 19.88 pesos, and foreign exchange for financial services was obtained at 
a more variable rate between. Behind this sort of system, a complicated net- 
work of protective policies and discriminatory taxation on foreign enterprises 
can often be built up, but such a network could also be built at will on the basis 
of the ordinary State Budget. It would be wrong, therefore, to condemn the 
multiple rate system, which has conferred some real benefits on Latin America, 
merely on this score alone. 

But, as a method of exchange control, the multiple rate system is now 
largely moribund in Argentina. A new set of physical quotas and permits has 
been imposed on top of it. These were originally introduced in 1946, on limited 
lines of trade, either for protective purposes or to clear the market so that 
IAPI could sell off some of its unwanted (ex-U.S. Army) stock. As the gold 
reserve diminished in the summer of 1947 (and as rumours of currency depre- 
ciation grew), these controls were extended. Argentina was already a semi- 
controlled economy even before the suspension of sterling convertibility in 
August, 1947, made a radical overhaul of the system inevitable. Under the 
comprehensive procedure developed since then, licences have to be obtained 
for all import transactions, although if the trader can deposit the necessary 
foreign exchange (bought on the free market), no obstacles are put in his way. 
The door is therefore wide open both for the re-appearance of disorderly cross- 
rates and for the old sort of political wire-pulling in the determination of 
import licences which the original multiple exchange system attempted to 
render out of date. The Argentine Government has thus contrived to unite 
under one roof the worst features of all systems. Although the whole mechanism 
must now be regarded as in a state of flux, the new authorities seem intent on 
increasing, instead of abating, the force of this irrational accomplishment. 

The broad results of these devious methods of control and economic exploita- 
tion can be readily summarized. Within one year of its confirmation in office 
at the 1946 elections, the Peronista Administration had the entire foreign trading 
system of the Argentine Republicina vice. Using the IAPI as its instrument of 
control, it has attempted to maintain the war-time rate of industrial advance and 
to secure very advantageous short-term prices for its products abroad. In the 
event, however, agricultural production has been seriously retarded, established 
markets and systems of commerce have been alienated or destroyed, and a very 
heavy administrative burden laid on the shoulders of a youthful bureaucracy 
not yet fitted to bear it with probity and resource. Those who are anxious to 
press forward with rapid development projects in other parts of the world, 
would be well advised to watch this prototype of a ‘“ new industrialization 
system "’ with detachment and from afar. 
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THE FUTURE 
OF THE STOCK EXCHANGES 


The eight special articles under this title in the March issue of THE BANKER have focused 
City attention upon the changes which are taking place in the underlying conditions of Stock 
market working and have started people thinking about the important adjustments that may 


be needed. 

Since our object was to stimulate wide discussion rather than to sponsor any particular 
solutions, we undertook—within the limits of available space—to publish further articles or 
letters expressing different points of view. A selection from the correspondence will be found 
on pages 33-35, while in the vigorous article below Mr. Graham Greenwell develops some 
unusual ideas on the all-important question— 


Can there be a Free Market ? 
By Graham Greenwell 


N spite of the admirable clarity with which the alleged problem confronting 
[ne Stock Exchange was stated in the series of articles in last month’s issue 

of THE BANKER, a widespread impression remains that there may be no 
problem at all, or certainly not one that can be solved by the Stock Exchange 
itself. 

It is said that the growth of taxation is destroying the savings on which 
Stock Exchanges rely ; theoretically, there should be no money available for 
new investments except by institutions—but up till quite lately there evidently 
was. It is said that the speculative spirit is frowned on by the public, in face 
of evidence to the contrary on all sides, though there is substance in the argu- 
ment that the “‘ authorities ’’ have frowned and are frowning, but unfortunately 
included in the ‘“‘ authorities ’’ are the governors of the Stock Exchange itself. 

But the analysis or diagnosis of the disease which is said to be attacking 

and destroying the future of the Stock Exchange seems to ignore the fact that 
the Stock Exchange is primarily a market, that in fact it was not “ created ” 
to meet any need or conditions, was not consciously a material device but 
rather is in fact the result of the joint stock system ; and that a Stock Exchange 
comes into existence wherever men have become sufficiently civilized to be 
able to transfer property through the medium of paper but without the inter- 
vention of lawyers. 
_ The joint stock system, which began to appear in England in the reign of 
Queen Elizabeth, like many great human discoveries, immediately attracted 
the opposition of those who suffer in their interests from the emergence of 
new conditions ; but the benefits it brought were so outstanding, so rapid and 
so obvious to all men of intelligence that all the influence of the Church, the 
Government and the Guilds were unable to do more than hinder and frustrate 
the beneficent progress. The successors of these three powerful groups, Church, 
Government, Trade Union, continue to-day with varying success their policy 
of attack and suppression against the mercantile community. 

The opposition to the transfer of property easily, quickly and cheaply is 
based on perfectly clear and understandable grounds, which may be divided 
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into those with an ethical or moral basis, and those which proceed from the 
necessities of Government—and, of course, the two streams overlap. 

To deal with the more serious opposition first, that of the Church—the 
Christian Church—it must be understood that the Christian religion is essen- 
tially egalitarian and fundamentally opposed to the private ownership of 
property, that it regards ownership as trusteeship, that it holds strongly that 
property has duties and obligations rather than rights, and that the transfer 
of property from A to B is therefore a serious matter and not one to be made 
the daily practice of the market place. The action of Christ in the Temple 
sums up the position in a simple story known to most people. It follows that 
the conscience of the Christian Church seldom sleeps for long on this theme, 
and as we are a Christian state, and for so long as we are, it 1s likely that the 
mercantile community will periodically have to face the callings in question 
of its whole philosophy of life. 

The attitude of Governments seldom varies for very long towards the 
conduct of human affairs ; it is to control, and control is death to merchanting 
and to the free flowering of the human spirit of enterprise. 

It is often thought that a change of the party in power would be of some 
benefit to the Stock Exchange ; this seems unlikely at the present time. Most 
of the long-term factors mentioned by the Editor in his article derive from the 
Conservative Governments of Baldwin and Chamberlain, and some from the 
coalition Government of Mr. Churchill. The present Government is thought 
to have some special animosity towards the Stock Exchange, but this is only 
true in the sense that the present Government probably knows what it is 
doing and why it is doing it in economic affairs, whereas it is possible that the 
opposition party, once again in power, would not. Lastly, and most important 
for the consideration of the problems of the Stock Exchange, there is the 
rebirth of the Craft Guilds under their modern label of Trade Unions; and 
with ideas and ideals of “ fair’’ competition, the “ just” price, the “ fair” 
rate of interest, which are not dissimilar. It is probably on this front that 
the battle for survival of the Stock Exchange, and it is nothing less, will be 
fought. 

The greatest concentration of wealth and political power in modern England 
hes precisely in the Trade Unions. The Unions are quite consciously striving 
to bring the professional and managerial classes within their imperium, and 
these are not altogether unwilling to come in. The principles of a free market 
cannot be tolerated by a community wedded to guild socialism ; and, once the 

masters and journeymen are joined again in a powerful or; ganization, we may 
expect to see the stage set for the speedy abolition of all other organizations 
whose influence might disrupt the privileged position thus attained. Both 
Government and C hure h will be strong supporters, as they are to-day, of a 
movement that enables the one to control for political purposes, and the other 
for moral purposes, the mass of the people whose support for their causes is 
the object of their existence. 

The Stock Exchange in the face of this threat to its existence is virtually 
defenceless. Its members, only half aware of their dangerous position, are 
pre-occupied by their struggle for existence, and divided by their newly 
awakened moral instincts competing with their inability to understand the 
principles of a free market on which their whole existence ultimately depends. 
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The Stock Exchange recently approved, but later abandoned, measures 
which would surely have had the effect of hastening its own demise by choking 
those channels by which business reaches it, and by seeking to abolish those 
numerous agencies all over the business world in England and abroad which 
advertise the functions, activities, and stock in trade of the Stock Exchange 
free of expense to members; all this in the name of progress and prestige. 
With such a confusion of thought in all quarters, it is not likely that the Stock 
Exchange will be able to stem the tide. 

In spite of Mr. Maguire’s statement that the Stock Exchange has become 
a national institution and that there “ can be no turning back ”’’, it seems likely 
that the Stock Exchange must cease to be a national institution and must 
“turn back ”’ if it does not wish to find itself a department of the Public Trustee 
Office, or as he puts it, a partner of the Board of Trade and the Treasury, the 
Bank of England and even Scotland Yard, a position no doubt of great prestige 
but not one likely to result in a livelihood for 4,000 enterprising members. 

Mr. Cowen talks somewhat paradoxically of a shift of power from the well- 
to-do classes, principally to serve whom the present structure of the Stock 
Exchange was created. The structure of the Stock Exchange can easily change 
to serve those who are to-day the well-to-do classes—whatever that expression 
may mean. The point is that if there are well-to-do classes, taxation cannot 
be egalitarian as suggested. If capital is being saved, then it doesn’t matter 
to the Stock Exchange who saves it. But if private capital—that is, private 
property—is passing to the hands of the State, no reforms in Stock Exchange 
practice or organization are likely to postpone its disappearance. 

Assuming that in the coming struggle, which may extend over many 
years, between the socialist-communist-Christian state, and the Liberal free 
economy, the latter resumes its march of progress, interrupted so rudely by 
reactionary forces in 1914, the Stock Exchange will survive and prosper. 
But if it becomes an ally, as it looks like doing, of all the forces—whether 
labelled Conservative or Labour—which are at present triumphantly sup- 
pressing every vestige of individual liberty in human affairs under the re- 
sounding catchwords of prestige, national honour, full employment and dollar 
shortage, it will be the architect of its own ruin. The Stock Exchange must 
be a free market, and its Council must hold the ring in which its members, by 
daily struggles, permit the market to function of its own volition. The Council 
must guard its members from the public, not the reverse—for that is a work 
of supererogation they are not called upon to perform. They must support 
free trade in securities, and permit and improve every device for such trading, 
whether contangoes, options or dealings for the Account. They are not—any 
more than the Law Courts—a court of morals, and will stultify themselves if 
they try to become one. 

Mr. Ellinger’s article on the “ Rdle of Speculation ’”’ opens with the truism 
that public opinion about speculation is neither uniform nor consistent, and 
goes on to point out that in 1949 the London and Liverpool markets in metals, 
wheat and cotton are closed, there are no dealings in forward exchange or 
currencies and no contangoes or options on the Stock Exchange. His very 
interesting article analyses the confused thinking, blind prejudice and ‘current 
political philosophy on the subject of free market dealings which characterize 
present-day attitudes on the part of important sections of the community, 
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but its chief interest lies in the unqualified recommendation he makes for a 
restoration of speculative facilities to the market if it is to fulfil its purpose, 
Here, at any rate, is a constructive proposal and one which should command 
the support of the whole House, including those who have never used these 
facilities. Let the Council act whether its senior partners in Whitehall and at 
Scotland Yard approve or not. Leadership on this point might evoke a response 
from many quarters—not least, from some of H.M. Opposition—which, having 
failed to fight for Liverpool, might yet rally to London. 

Are jobbers really necessary ? This is a question asked seriously enough 
by those outside the House and ignorant of the mechanism of the Stock 
Exchange. It is answered fully and satisfactorily by Mr. Wincott, who comes 
to the conclusion that they are 
petition from other sources or in other ways. As the banks and outside houses 
are to a great extent already providing such a stimulus, at any rate in Govern- 
ment securities, and may extend their operations, we can already see that it 
will soon depend on the jobber himself, as it always has, whether he survives 
or not, and in which markets. Again the emphasis is on freedom and publicity, 
and again the conclusion reached is that improvement waits on the repeal of 
restrictive rules rather than the imposition of fresh controls or prohibitions. 

The article on the banks should bring home to most members that they, 
the banks, are the Mother and Father of all Stock Exchange business, that the 
banks advertise the Stock Exchange as no one else does or can, that the banks 
finance brokers and jobbers alike on moderate terms, that they educate and 
enlighten the public on Stock Exchange securities and dealings, that without 
the banks there can be only a poor shadow of a Stock Exchange, peddling its 
wares like a barrow-boy on a cash basis and at the mercy of every traffic 
hold-up and every traffic cop. 

The Stock Exchange is the natural child of the joint stock system, it was 
not created to meet any conditions or to suit the needs of any particular body 
of men. It exists because private property exists, and, as the institution of 
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private property is the final guarantee of individual liberty, its life will be 
co-terminous with the existence of the liberal regime of free enterprise. 

If the Stock Exchange begins to think and talk of itself as the guardian of 
public morals, or the Protector of the Poor, it will inevitably first destroy the 
freedom of its members, and then hand them over for despatch to its senior 
partners at the Treasury. This may be sound ethics—I don’t know—but it is 
not the way great markets are sustained. 





The Debate Continues 
Letters to the Editor 


Sir,—May I, as a Member of the Stock Exchange, tender to you my sincere 
thanks and congratulations on the exceptionally fine study of our “‘ House”’ provided 
in your last issue. For a long time past we have needed just such an attempt 
as you have made to provide a complete description of our present organization 
and of our immediate needs. 

Your editorial introduction and the article on the evolution of the Stock 
Exchange must constitute one of the finest tributes to the governing body of the 
Stock Exchange which it has ever received; but I hope, nevertheless, that heed 
will be paid to the more critical note which is sounded in some of the other articles. 
I agree that the basic cause of the present stress is the simple one that we have 
lately tipped over from the top of a boom, and for this reason I believe that Mr. 
Harold Cowen is probably too pessimistic in his article on the general outlook ; 
but, as is mentioned elsewhere, there are now unfortunately a number of special 
factors which are highly damaging to investors and stockbrokers alike—the high 
level of taxation, the 2 2 per cent. stamp duty, nationalization schemes and the 
innumerable restrictions on the free movement of funds both at home and 
internationally. 

I feel that most Members will disagree fundamentally with the article by 
Mr. Wincott on the London jobbers, including even his main contention that the 
London jobbing market is but a shadow of its former self. I believe in fact 
that Mr. Ellinger’s excellent note on speculation provides the true answer to 
Mr. Wincott’s view. As might be expected, our jobbers are suffering severely 
from smallness of turnover, largely because of the restrictions on contangoes, 
arbitrage and the like. 

On Central Bookkeeping, I hope that one day we shall evolve a central accoun- 
tamcy and payment system between brokers and jobbers, but I am strongly 
convinced that it would be a mistake to try to extend such mechanization to the 
general public who need much more personal attention throughout. There is 
already too great a tendency towards mechanization and mass production 
everywhere. 

I sincerely hope that you will, in your journal, continue to press for the removal 
of the more severe handicaps from which both investors and members of our 
profession are now suffering, including particularly the bonus tax, the 2 per cent. 
samp duty, and contangoes. There is unfortunately the general belief that 
contangoes are of use only to speculators. It is not realized that they are an 
essential part of market machinery, and that to maintain free markets, some 
orm of contango is essential. Yours faithfully, 

MEMBER OF THE STOCK EXCHANGE. 

March 15, 1949. 
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S1r,—The members of the Stock Exchange, the public whom they serve and | 
those who are authorized to act as agents for Stock Exchange business must all, 
I think, feel grateful to THE BANKER for initiating in its March issue a discussion 
on the machinery of investment and on the reconditioning of that machinery 
which changing economic conditions may make necessary. The responsibility for 
proposing and effecting changes must lie with the Council of the Stock Exchange, 
but to the formulation of sound policy a wide discussion of the problem by those 

concerned must make an essential contribution. THE BANKER has afforded 

cppertenity for such discussion and though, in its March issue, emphasis was 
principally laid ison diagnosis, I hope that you may find space in future issues 
for a debate upon specific prescriptions. I have recently been associated with a 
controversy in regard to Stock Exchange agency. That specific controversy is 
now closed and though Stock Exchange opinion will, doubtless, again crystallize 
into sharply divided differences of outlook on this or that aspect of future policy, 
there is at this moment no legislative proposal before the ‘‘ House ”’ to divide it into 
factions or to prejudice frank debate. 

Such ventilation of opinion is now essential, for though the question of agency 
commission has been decided, many of the problems that gave rise to that con- 
troversy remain. 

The constitution of the Stock Exchange is, maybe necessarily, such that the 
opinion of the “‘ House ”’ is rarely expressed save in respect of matters that have 
already reached the stage of legislative enactment ; there can, I think, be no doubt 
that the present or any future Council will, if they are to act fearlessly within 
the limitations of the constitution, need to be armed with the widest expression of 
differing views that open discussion can provide. 

Since the controversy in regard to agency commission is closed, I have no claim 
whatever to voice any opinion save my own ; but, since that controversy gave me 
some insight both into the magnitude of the tasks facing the Council and into the 
keen appreciation of the problem on the floor of the ‘‘ House’’, you will, perhaps, give 
me leave to comment in some future issue on some of the points that have in the 
meantime been raised. In this letter I wish to do no more than welcome the 
articles that have appeared ; to urge that they be studied and their importance 
appreciated ; and to beg that encouragement be given to further open discussion— 
discussion to which, I hope, not only the members of the Stock Exchange, but 
agents and the investing public will contribute. 

I am, Sir, Your obedient servant, 
H. C. ARNOLD-FORSTER. 


5 Barton Street, S.W.1. 


S1r,—If it is in order for one contributor to your last month’s series of articles 
to refer to an article by another contributor, I should like to say that I was very 
much interested in Mr. Cowen’s comments on the question of agency. Although 
I cannot claim to be in touch with every twist and turn of the recent controversy, 
it seemed to me that the whole argument of the Council about curtailing agency 
overlooks the essentially personal nature of the business. 

Take the case of a town like Cambridge. We have a population around 85,000; 
that should give us between 2,000 and 2,500 investors in corporate securities. 
lo cater for them we have six banks, probably much too busy in term time at 
any rate to give more than a passing thought to security business, and one broker 
—a member of the Provincial Brokers’ Stock Exchange. There are, of course, 4 
number of solicitors and accountants in the town; but it is doubtful if they are 
really interested, especially with only a 25 per cent. rebate of commission. 
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It is interesting to note that West Hartlepool with a similar population has 
five P.B.S.E. firms, Preston with just over 100,000 inhabitants has six and Don- 
caster has three. In Scotland a town like Dumfries has two firms though its 
population must be about one-eighth of ours. These people all manage to live; 
and I suspect that in a town of this size the more brokers you have operating, up 
to say half a dozen, the more business each one of them does—for in securities 
business breeds business. 

There has been a tendency in recent years for P.B.S.E. firms to amalgamate ; 
in Coventry, for example, I believe that practically all the business is done by 
two firms. This is probably bad for the Stock Exchange; what is needed (as 
with a coke fire) is the maximum number of points of contact. 

The question of qualification is perhaps the most difficult. There are evidently 
strong reasons why the Council should eliminate the unqualified agent ; but the 
fact that a man is a Chartered Accountant or a member of the Law Society does 
not qualify him to give advice about securities. I think it can fairly be laid down 
that the notion of a financial qualification for an agent is wrong. What is required 
isa technician and a sponsor; the sponsor should be an accountant with a proper 
qualification or a solicitor (ought any other professional men to be included ?) 
and the technician should be a partner or employee, qualified by examination. 

The question of advertisement is never considered fully. If members are to 
go on being forbidden to advertise, there is no reason why the Stock Exchanges 
should not give themselves a little publicity. They have lost the free publicity 
given by publication of the list in the leading London and Provincial papers. 
There are from time to time advertisements telling the public to deal through 
members of the Stock Exchange; but these preach mainly to the converted. 
What the Stock Exchange has to do is to persuade the large number of investors 
who do not hold securities but prefer real property, Building Societies, mortgages, 
and so on, that investment in securities has certain advantages that they should 
not overlook. 

In fact, the Stock Exchange needs a P.R.O. backed by substantial finance. 

Yours faithfully, 
A. G. ELLINGER. 





30 Regent Street, 
Cambridge. 

March 4, 1949. 

Sir,—I have read your series of articles on the Stock Exchange with interest. 
None of the writers, however, pointed out that the Stock Exchange is the one 
profession anyone can enter at any time without any qualifications and make a 
reasonable income if he knows the right people. The result is that there are a 
large number of members, both jobbers and brokers, who are being spoon-fed 
in one way or another and who could not make a living if they had to rely on their 
brains or ability. I believe that this is one of the reasons why the Stock Exchange 
has such a bad reputation with the general public, whose picture of the average 
stockbroker is not a flattering one. 

I feel therefore that there is very little cause for sympathy with the Stock 
Exchange and I suggest that a thinning of the ranks, due to the hard tide of 
adversity, will eventually bring about the desired improvement. 

I should add that I am a Member myself and therefore must ask you to cloak 
my identity under a suitable pseudonym in the unlikely event of your publishing 
this letter. Yours faithfully, 


A BROKER. 
March 10, 1949. 
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Balance of Payments of the Colonies 
By A. R. Conan 


REVIEW of the balance of payments of the Colonial Empire can be 
Avinstitea at the present time by two main considerations: first, the 

importance of the trade and finance of colonial territories taken as a 
whole ; secondly, the desirability of ascertaining how the colonies contribute 
to the sterling area dollar pool. In addition, it is useful to relate the programme 
of development in the colonies to their balances of payments. In the absence 
of any official figures on the subject, an attempt must be made to collect and 
integrate the available information. The results can be regarded as only 
provisional, but they are probably adequate to show the magnitude and 
characteristics of the problem. 

Little need be said of the importance of the visible trade of the colonies: 
with exports at about £450 millions and imports at over £500 millions, the 
colonies rank next after Canada in the trade of the Commonwealth overseas 
and well in advance of Australia, New Zealand or South Africa. Their trade 
has some special characteristics : colonial productive resources, for example, 
are in the aggregate more varied than is normal in any one primary producing 
country, and exports thus comprise not only foodstuffs but minerals, industrial 
fibres and plantation crops such as rubber and tobacco. Furthermore, owing 
mainly to climatic conditions, colonial products are in many cases such as 
cannot be readily or economically produced elsewhere. Finally, a factor of 
high importance at the present time, the market for these products is excep- 
tionally wide since it includes not only agricultural and industrial countries 
but both sterling and dollar areas. 

The summary of the trade figures given in Table I shows the relative 
importance and different characteristics of the external trade of the chief 
territories and brings out the impact of recent developments. The great 
exporting areas are clearly distinguishable: Malaya and Hong Kong, East 
and West Africa. Exports of the West Indies as a group are of some impor- 
tance, but only Jamaica and Trinidad have any considerable trade. The 
export figures for dependencies such as Aden, Cyprus and Malta are relatively 
small, but these dependencies are large importers. The West Indies group 
imported in 1947 more than any colony except Malaya or Hong Kong. Such 
differences have now become much more marked than formerly and the 
picture as a whole has altered accordingly. In the aggregate, the export total 
for 1946 was less than 40 per cent. greater than before the war. When account 
is taken of the rise in price levels, this must have represented an appreciable 
reduction in export volume ; even the marked advance in the following yeaf 
left exports at little more than twice the pre-war figure. Imports, meanwhile, 
had increased nearly three-fold. Thus the former favourable balance of trade 
was replaced by an adverse balance which was about £50 millions in 1946 and 
rose to over £70 millions in 1947. The widespread character of this change & 
noteworthy: of the six groups of territories in the table, only two had an 
adverse balance of trade before the war, but in 1947 all except East and West 
Africa showed a deficit. The estimate given for 1948, which is based on partial 
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returns and must be regarded as very tentative, suggests a continuance of the 
trend apparent in 1947. 

Several factors have contributed to this tendency for imports to outstrip 
exports. Although the trade of certain colonies has benefited greatly from 
the high prices obtainable for exports, the volume of exports even by 1947 
had not in all cases recovered to pre-war levels ; for 1948, however, an official 
estimate puts the volume of exports at approximately 25 per cent. above the 
1936 figure. On the other hand, imports have risen not only because of high 
prices and high national incomes, but as a result of demands for the repair of 
war damage as well as for agricultural rehabilitation, arrears of maintenance 
and the practical execution of development schemes. As there were marked 
difficulties even in 1947-48 in fulfilling essential import needs, and as the colonial 
development now planned may not make a material contribution to exports 
in the near future, a continuance of a high level of imports may be expected ; 
hence the adverse balance of trade may persist for some time. 


TABLE [I 
EXTERNAL TRADE OF THE COLONIES 
(£ millions) 


EXPORTS IMPORTS BALANCE (a) 
1939 1946 1947 1939 1946 1947 1939 1946 1947 1948 
Malaya ne vs 6 84 I51 73 92 ~=160 3-86 =9 =<» 
Hong Kong... ae 37 48 76 37 58 97 -I0 -2I —jI 
Kenya and Uganda .. 9 21 27 9 23 31 ~- — 2 - 4 -9 
Northern Rhodesia .. 10 13 21 5 9 It 5 4 10 15 
Tanganyika .. a 4 9 12 3 8 i4 L I -2 - 6 
Nigeria (b) ote ae 14 26 48 re) 20 32 5 6 16 10 
Gold Coast (b) ue 6 16 30 7 12 21 - 1 4 9 15 
Aden... is ei 3 r 12 5 14 24 -— 2 -7 -12 (c) 
Cyprus .. Sa ii 2 5 5 2 8 14 — -3 --9. -Io 
Malta .. re te I I I 4 13 14 —-3 -I2 -I3 (c) 
jamaica 5 °o 10 7 12 19 = — 3 - 9g a 
Trinidad bi 8 II 17 7 16 25 I -5 -& -4 
British Guiana re 3 6 7 2 5 8 H I -r - 
Other West Indies 5 6 8 7 16 23 =f “oO =F (c) 
ther colonies i 9 15 22 8 19 26 i -4 -¢ (c) 
5 325 519 17 — 48 -—72 — 68 


Total on, Sea 299 «= 47 18 


(a) Surplus except where marked with minus sign. 
(ob) Exports adjusted for undervaluation of cocoa. 
(c) Not available: 1946 figure included in total. 


_A further point which should here be mentioned is that several colonies 
without productive resources of any extent engage in external trade on a 
comparatively large scale. Primarily, these are small territories such as Hong 
Kong and Aden, but also in this class are islands such as Malta and Cyprus 
and at least some of the West Indies. Where the trade of such territories is 
chiefly of an entrepét character, an approximate balance of imports and 
*xports should be expected in normal times. In the other cases, the invisible 
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items in the balance of payments are likely to be of special importance, This}, 
is true of the tourist trade in the West Indies and defence services expenditur |. 
in Malta and Cyprus. This characteristic of the colonial balance of payments 
has lately become of particular practical importance, because it has been foun | 
extremely difficult to maintain effective exchange control in some of the areas, | 
' 
Assessment of the invisible items is not easy, since balances of payments | : 
for individual colonies have seldom been published; but for some of th} , 
main items it is possible to frame estimates which should at least serve to F 
indicate the magnitude of the sums involved. The main heads would bea} , 
follows : | | 
(1) Interest on Government Debt. In the colonies, unlike most primar | b 
producing countries, interest on Government debt overseas as a constituent | b 
of the balance of payments is now of relatively minor importance, whether | 
considered absolutely or in relation to exports. This is attributable to severd | 
factors : i d 
(2) In absolute terms, the total amount of debt has fallen. No nw] 


money was raised by the colonies in London during the war and subs | y 
quent years to 1947 while there was a net repayment of existing debt. | ¢, 
The total of Colonial Government marketable stocks domiciled with the p 
Crown Agents in 1947 was £75 millions, compared with {£87 millionsin| 9 
1940. ' it 

(b) As a result of redemption and conversion operations, significant | a 
savings in interest charges have been effected. Even more important ha} 
been the increase in price levels, which has reduced the real burden of the |e 


debt so that interest now claims a much smaller proportion of the proceed’ | 

of exports than formerly. af 
(c) From the standpoint of the balance of payments, attention should | 

be focused on the net position; interest payable on account of overseas 

debt being set off against interest receivable on overseas assets. These of 


assets, which in 1939 were probably well under £100 millions, increased 
very largely during the war and in 1947 amounted to some £600 millions 
although in part they represent interest-free loans to the United Kingdom | 
Government, the main items in the total are revenue-yielding investments | 
' 


| ik 2 nYrrenrct Cit nt; . tlor -Wanid hankine fund 
held against increased currency circulation and larger liquid banking funds 


r= \ 


{(- 


\ summary assessment of all these factors suggests that gross oversea | 
interest payable may have fallen from perhaps £5 millions per annum before | 
the war to about {£3 millions in 1946-47 ; sinking fund payments may told | 
another {1 million per annum. As, however, the interest receivable on sterling 

assets may amount to as much as {12 millions, the colonies should probabh 


12 
be regarded as creditor countries so far as Government debt is concerned. | 


(2) Interest on Private Capiial. Pre-war estimates of the United Kingdoms 
overseas investments in the Colonial Empire (including loans to Government | 
were of the order of £200 millions and the total may not have changed much 
during the war; the amount of foreign capital invested is probably small | 
With an average interest rate of approximately 5 per cent., the annual interes! ge 
payable would have been about {10 millions. The present total, in monetary | 1g 
terms, must be appreciably greater ; there is an official estimate of £17 millio tra 
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for 1945. Allowing for a deduction on account of Ceylon and an addition on 
account of Malaya, it seems likely that the net interest on private capital may 
be of the order of {12-15 millions per annum. 


(3) Home Remitiances. Remittances from the colonies, mainly by Govern- 
ments (for pensions and other home charges) and European residents (for leave 
expenditure, maintenance of families, etc.), are another important item. Pre- 
war figures for four colonies show that such remittances were equivalent in 
each case to at least 20-25 per cent. of their budgetary expenditure, but since 
some items such as pensions are fixed and the whole probably increased much 
less than budgetary expenditure during the war, the proportion may now 
be somewhat lower. A very tentative estimate of £18 millions has accordingly 
been adopted for 1946-47 as compared with {15 millions for 1939. 


(4) Miscellaneous. The items enumerated above are probably in normal 
times the most important constituents of the current balance, but some others 
deserve to be noted. Tourist traffic is considerable in the Mediterranean and 
the West Indies ; except in the latter, however, where receipts from tourists 
may yield perhaps £5 millions per annum (mostly in dollars) the total at present 
can hardly be large. The West Indies also derive receipts of some {2-3 millions 
per annum from remittances from workers in the United States and something 
on account of United States bases (an estimate for Trinidad alone puts this 
item at {1 million for 1947). Malta and Cyprus should also be taken into 
account : the latter’s invisible credits, mainly on account of services’ expendi- 
ture, amounted to over £4 millions in 1947 and those of Malta should be at 
least as great. Here again the estimate can be only very tentative, but it 
might not be far from the truth to put total credits for all these items at 
approximately £20 millions. 


A summary of these figures is given in Table II in the form of an estimate 
of the current balance of payments for the years 1939, 1946 and 1947; the 
TABLE II 


BALANCE OF PAYMENTS OF THE COLONIES 


(£ millions) 


1939 1940 1947 

Exports id ns id ia a i 202 277 447 
Imports ba ne “< és “<- or 185 325 519 
Visible Balance (excluding gold).. 7 i 17 4s - 72 
Gold output. . rer v2 es Pe a 10 7 7 
Interest receivable i ea ne sa 2 12 12 
Miscellaneous credits a a és i 7 20 20 
Government debt service i <a ae - 6 - 4 —- 4 
Other interest payable os 7 a si - 5 — 12 15 
Home remittances Ay Sa Se sa 15 - 18 1s 
Current Balance ae aa 10 — 43 — 70 


general pattern is unlikely to have changed to any marked extent during 
1948. Two comments may be made. First, apart from the movements in the 
trade balance, the general structure of the balance of payments seems to have 
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improved : if these estimates are well-founded, the net debit balance on al] 
invisible items is now very much smaller than before the war and is of trifling 
proportions in relation to existing export values. Secondly, the large deficit 
on current account arising chiefly from the import surplus must in part at 
least have been covered by a capital inflow either in the form of grants by the 
United Kingdom Government or through agencies such as the Development 
Corporations or private concerns. With the limited data at present available, 
it seems better not to attempt to estimate the size of this capital inflow ; but 
it is clear that import surpluses will in many cases represent not only arrears 
of imports but also the effective transfer of capital. The development pro- 
gramme now contemplated, involving the expenditure of some £500-600 
millions (nearly all financed by external investment) within about ten years, 
would in fact imply an average import surplus of some £50 millions per annum. 

A special aspect of the balance of payments, which is directly relevant to 
development plans, relates to the supply of dollars. Although the colonies are 
prominent as dollar earners and dollar savers, difficulties have arisen in some 
instances where considerable dollar imports result from geographical situation 
(as in the West Indies) or development needs (as in East Africa). The pattem 
of trade outlined in Table III shows how the position has altered in gross and 
in detail since before the war ; not only was the pre-war dollar surplus of {35 
































TABLE III 
TRADE* OF THE 
(£ millions) 


DOLLAR COLONIES 






BALANCE OF VISIBLE 
EXPORTS IMPORTS TRADE (a) 
1939 1940 1947 1939 1940 1947 1939 1946 1947 










1948 






















Malaya i a 39 32 50 3 2 15 30 30 38 35 
Hong Kong .. 5 5 10 4 5 20 I —~3 -I0 -I§5 
Kenya and Uganda I 2 2 I 3 5 -F -3 -8 
Northern Rhodesia 2 — l I I i -f =2 I 
Tanganyika - I I I 3 -2 I 
Nigeria (b) es a I 5 Il I 2 6 - 3 5 2 
Gold Coast (b) oe 2 8 14 I I 3 I 7 UI 14 
Cyprus and Malta uk - 3 rl — -3 -4 (6 
Jamaica ae i 3 2 3 7 12 -2 —-4 -ro0 -6 
Trinidad : 1 i 2 3 5 13 - 2 -7 -II -j 
British Guiana z 2 3 3 i 3 5 I — --2 <e-!I 
Other West Indies... 2 3 > 3 0 13 - TI —-6 -I0 (¢ 
Other colonies . . a [ I I i 5 7 - -4 -6 
Total ok 57 64 105 22 53 110 





* Trade with Canada and the United States. 





(a) Surplus except where marked with minus sign. 
(b) Exports adjusted for undervaluation of cocoa. 
(c) Not available: 1946 figure included in total. 









millions reduced to only {11 millions in 1946 and replaced by a deficit of {5 
millions in 1947, but in the latter year net dollar-earning was confined almost 
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entirely to Malaya and West Africa. Elsewhere, the large increase in dollar 


The outlook for the future is more difficult to assess. Disturbances in the 
East may impair the export potential of Malaya, by far the largest dollar 
Visiste | earner; the spread of swollen shoot disease threatens the Gold Coast cocoa 
wd 1048 industry with extinction, while during the last few months New York cocoa 

prices have fallen from 40 cents to under 20 cents ; lack of natural resources 
38-35. § ~ = and the proximity of North America hinder the reduction of the West Indian 
~ = trade deficit ; the special characteristics of Hong Kong’s entrepét trade make 
3-2 | — stringent exchange control undesirable; the practicability of some of the 
ad | plans for developing colonial production has been doubted. On the other 


é on all : é : 
f trifling imports caused deficits. These were very considerable in Hong Kong (£10 
e deficit millions) and East Africa (£6 millions), but the most striking change occurred 
part at in the West Indies—this group, whose visible dollar trade before the war 
s by the showed a deficit of £4 millions, returned in 1947 an aggregate dollar trade 
lopment deficit of about £33 millions. On the whole, even allowing for some under- 
vailable statement of the market value of exports as recorded in the Trade Returns, it 
w: but seems likely that on merchandise account the colonies in 1947 were unable 
r arrears to make any sizable contribution to the dollar pool, although there was probably 
ent pro- an appreciable improvement in this respect last year.* For the two years 1947 
500-600 and 1948 the total gold and dollar account may have been somewhat as under : 
n ye 
years, | 1947 1948 
annum. | £m. 
vant to F Balance on dollar trade account .. a a e as - 5 9 
nies are i Allowance for undervaluation, etc. a ne re — 5 5 
in some Total - 14 
ituation it alia 5 
z0id Output.. 7 
pattem Tourist receipts 5 5 
ross and Other invisible receipts 3 3 
S of £35 f Total dollar earnings 15 30 
' 
; 
: 


neta 


hand, it is officially estimated that, as a result of the development plans now 
formulated, the volume of colonial exports will be increased to 50 per cent. 
over pre-war figures and that by 1952-53 the colonies should be earning a net 
4 dollar surplus of some {75 millions per annum: to help in attaining this 
objective it is proposed to provide assistance from both E.C.A. and the Inter- 

national Bank : although it is not intended to apply for direct grants, colonies 

may qualify for loan aid from E.C.A. if they can put forward proposals for 

dollar expenditure (e.g. for the production of food or raw materials) which 

PF would assist European recovery, while under the terms of the Colonial Loans 

— | Bill the United Kingdom Government is empowered to guarantee development 

9 | loans by the International Bank to colonial Governments up to a total of £50 
millions. Whatever the outcome, there can be little doubt of the urgency and 
importance of the problem. It is perhaps not too much to say, as Sir Stafford 
Cripps has said, that the whole future of the sterling group, and its ability to 
survive, depend on the quick and extensive development of colonial resources. 





it of “9 P * Hong Kong in 1948 earned a surplus of {8 millions with the Philippines, not shown in the 
almost § table. 
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The Town & Country Planning Act—TII 
By J. Milnes Holden 


HE complicated system which is emerging from the Town and Country 
"TT Pianning Act of 1947 is still, and is likely long to remain, a source of wide- 

spread confusion among property-owners and other interests affected by it. 
The first part of this article, published in last month’s issue of THE BANKER, 
briefly described the background of the Act and the general shape of the 
resultant system, and then surveyed the important question of how claims 
should be made upon the £300 millions compensation fund for loss of develop- 
ment value—claims which must be submitted by June 30 next. This con- 
cluding part of the article examines the procedure for control of land develop- 
ment and for the levying of development charges ; the probable effect on land 
values ; and a number of practical points of importance for those who lend 
on the security of land, and particularly for bankers. 


DEVELOPMENT CHARGES AND EXEMPTIONS 

One of the functions of the Central Land Board is to assess and collect a 
development charge whenever any development—and this includes any 
material change of use—improves the value of land. Section 69 (1) of the Act 
provides that the charge must be determined and paid or secured before the 
development is carried out. In the event of non-compliance, the Central 
Land Board may exact an additional sum not exceeding twice the amount of 
the charge (Section 74 (3) ). There is a right of appeal to the Courts in respect 
of the penalty, but not in respect of the development charge itself. 

How is the development charge to be calculated ? Section 70 (2) provides 
that it is to be the difference in the value of the land with and without permission 
to carry out the development. Although a person aggrieved is given no right 
of appeal against the assessment, he can, of course, bargain with the Board 
as much as he likes to try to secure a lower assessment. The reason why no 
appeal is allowable is because the fixing of a development charge is, in effect, 
an offer to sell, at that price, the right to carry out a specific development. 
[f the developer does not like the offer, his remedy is not to accept it. 

The charge is payable on any development for which planning permission 
is required, except the following categories of exempt development : 

(a) Third Schedule development. The types of development falling within 
this Schedule were considered last month. 
(6) Development specified in the Town and Country Planning (Development 
Charge Exemptions) Regulations, 1948. (S.I. No. 1188.) 
Under (b), 18 classes of development are specified which are permitted without 
payment of a charge. Common examples are (i) the use of any site for the 
display of advertisements and (ii) the use of any type of shop as a shop of any 
other type. 

In addition, an important exemption from development charge which is not 
contained in these regulations was announced by the Lord Chancellor in June, 
1948. No charge is to be levied upon the erection, enlargement, improvement 
or alteration of dwelling houses occupied by persons engaged or employed in 
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agriculture so long as they are so employed. The Lord Chancellor’s under- 
-I] taking, on behalf of the Government, was as follows: “Instructions will be 
issued to the Central Land Board to remit or postpone the collection of develop- 
ment charges so long as the Board are satisfied that a house is reserved for a 
member of the agricultural population ’’. (H.L. Debates, Vol. 156, col. 251.)* 


untry There are, moreover, certain cases where the land itself (as distinct from 
wide- | particular categories of development) is exempt from development charge 
byit. | and where, correspondingly, the owner cannot make any claim on the global 
‘KER, | sum: 

f the | (a) Unfinished buildings under Section 78. Where any building was 
laims begun, with planning permission, before July 1, 1948, no development charge 
elop- is to be payable in respect of the completion of such works, with the obvious 
con- corollary that no claim can be made on the global sum. 

elop- | (b) ‘‘ Dead ripe land”’ under Section 80. This is one of the Sections 
land which the Opposition strenuously but unsuccessfully opposed, with the 
lend object of extending the extremely limited scope of the exemptions afforded. 


The Minister’s certificate of exemption as ‘“ dead ripe land”’ will not be 
granted unless each of the following conditions is satisfied : 
(i) The development consists of the erection, alteration or extension of 
ct a buildings ; 





any (ii) There is planning permission under the Act ; 
Act (iii) The development value is attributable to that particular develop- 
» the ment ; and 
atral (iv) A building contract was in force or a byelaw submission or building 
it of application had been made before January 7, 1947. 
pect The underlying principle is that the owner, before he can claim to fall 
under this Section, must show that he has done something such as putting 
ides in a detailed plan to the local authority. 
sion | (c) Land held by local authorities for general statutory purposes on 
ight July 1, 1948 (Section 82). 
yard (d) The operational land of statutory undertakers, such as railway, gas 
7 no and water undertakings (Section 84). 
fect, (e) Land held on charitable trusts “ if the land, as distinct from the rents 
ent. and profits thereof, is used in any manner . . . for or in connexion with the 
| purposes for which the said interest is held, and not otherwise... ”’ 
sion (Section 85). Thus, land held by charities for investment purposes is not 
exempt. 
thin Before the Central Land Board will determine a development charge, the 
applicant must prove, both, that he either has, or can obtain, an interest in the 
lent property sufficient to enable him to carry out the proposed development, and 
that he is able to carry out the development and will do so within a reasonable 
out | period (Section 70 (1) ). 
the 
any “ NEAR RIPE” LAND 
There is also a category of land known as “ near ripe land ’’, under which a 
- concession is made to soften the impact of the Act upon builders who have 
ine, 
ent * This exemption has been extended to houses erected for persons employed in forestry 


lin | (Ministry of Town and Country Planning Circular No. 64, dated December 30, 1948). 
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customarily engaged in development in the past. A scheme has been drawn 
up whereby builders are allowed a “ ration ’’ of development based upon their 
pre-war rate of building. The ration will be the number of acres they de- 
veloped in the five years 1934-38. To the extent of this ration, they are to 
receive compensation in full, as distinct from the percentage compensation 
which most other claimants will receive. They still have to pay a development 
charge, but they get full compensation out of the global sum in respect of their 
“near ripe land”. (See Central Land Board’s pamphlet S.I.A. (N.R),) 
They are thus, as the Lord Chancellor said in the House of Lords, “ preference 
shareholders ”’ in the global sum (H.L. Debates, Vol. 149, col. 792). Needless 
to say, this will reduce the amount available for the “‘ ordinary shareholders ”. 

A somewhat similar scheme is being operated to assist private owners who 
bought single plots of land before July 1, 1948. They will be entitled, if they 
start, on or before January 7, 1952, to build a house on the plot for their own 
occupation, to a payment from the £300 millions fund equal to the development 
value in the land for the erection of a house. This should mean, in the absence 
of any marked change in market values, that the payment from the fund will 
broadly cover the development charge. 


CONTROL OF DEVELOPMENT 

The general rule is (subject to exceptions) that no development may take 
place without the permission of the local planning authority—normally, the 
county council or the county borough council. Applicants aggrieved by the 
local planning authority’s decision may appeal to the Minister, whose decision 
is final (Section 16 (1) and (2) ). As a rule, it is only after a developer has 
obtained permission to develop that he asks the Central Land Board to assess 
the development charge. 

Development, as defined by the Act, means “ the carrying out of building, 
engineering, mining or other operations in, on, over or under land, or the 
making of any material change in the use of any buildings or other land” 
(Section 12 (2) ). But the Section is more specific in certain common instances. 
It expressly provides that development occurs if : 


(i) A house is divided into flats (Section 12 (3) (a) ). 
(ii) The size of a refuse dump is increased (Section 12 (3) (b) ). 


(iii) The wall of a building is used for the display of advertisements 
(Section 12 (4) ). 


The real difficulty in applying this Section in other cases is to know what is 
meant by “a material change ”’ in the use of buildings. 

Section 12 (2), proviso (f), expressly authorized the Minister to make an 
Order setting forth various classes of use and provided that the use of the 
property for any other purpose of the same class shall not be deemed to involve 
development. The Order has been made, viz. the Town and Country Planning 
(Use Classes) Order, 1948, S.I. No. 954, and it specifies 22 classes of use. 
Examples of these interchangeable purposes are (Class XIX) use as a theatre, 
a cinema or a music hall and (Class X XI) use as a dance hall, a skating rink, 
a swimming bath, a turkish or other vapour or foam bath or a gymnasium, 
or for indoor games. 
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THE FuTURE oF LAND VALUES 

A question of considerable importance to bankers—as, indeed, to other 
Jenders—is whether land will, in future, change hands only at its existing-use 
value. One of the professed objects of the Act was to ensure that this did, 
in fact, happen.* Statements by the Central Land Board which have appeared 
in the Press have warned people not to pay more than this value for the land 
they purchase. The purchaser must bear in mind that before he can develop 
he must, as a rule, pay a development charge. The purchase money paid to 
the vendor, plus the amount of the development charge paid to the Central 
Land Board, should not exceed the sum which would have been paid to buy 
the land had the Act not been passed. 

None the less, it is a fact that land has been changing hands at considerably 
more than existing-use value. There have been cases where auctioneers have 
expressly warned prospective purchasers that they will, if they wish to develop 
the land, have to pay a development charge; and yet those present have 
bid up for the land as though the Act had never been passed. 

This problem has received the attention of the authorities. On September 
17, 1948, the Chairman of the Central Land Board wrote to Mr. Silkin, the 
Minister of Town and Country Planning, recalling that Section 43 of the Act 
gave the Board, subject to the Minister’s approval, certain power to buy land 
compulsorily. He then asked for the Minister’s approval to exercise this 

wer where the Board was satisfied that the land was being offered for sale 
or had been sold above existing-use value. Mr. Silkin gave his approval. 
It may be questioned, however, whether this safeguard is sufficient. How is 
the Central Land Board to know what price has been paid unless the parties 
reveal it ? Unless some system of price registration is instituted, it seems very 
doubtful whether this object of the Act can be achieved. 


PRACTICAL POINTS FOR BANKERS 

In conclusion, here in brief are some practical points which bankers or 

others who lend against Jand should bear in mind : 

1. In future, land and buildings should be valued on an existing-use basis 
only. The value of securities already held should be amended where 
necessary. 

2. When a customer is proposing to develop land charged to the bank, he 
should be asked whether he has obtained planning permission from 
the local planning authority. Ifin doubt, the banker should consult the 
register maintained by the authority; this is open to public inspection. 

3. Next, the bank will ascertain what development charge, if any, has to be 
paid to the Central Land Board. In many cases, no doubt, customers 
will ask for additional accommodation to enable them to pay these 
charges, When the charge has been paid or security given for it, the 
Board will issue a certificate to that effect. Furthermore, whenever 
land is offered as security, the mortgagee should ascertain whether 
the land itself has been charged to the Central Land Board as security 
for the payment of any development charge. Search at the Land 
Charges Registry in the usual way will reveal such charges. In practice, 





* Bat this is disputed in an article by R. C. FitzGerald in The Solicitor for December, 1948. 
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it seems that these charges in favour of the Board will be rare, because 
the present policy of the Board, if the developer cannot pay the charge 
forthwith, is to ask for some security other than the land. 


4. When land is offered as security the counsel of perfection would be that 


the mortgagee (or his solicitors who investigate the title) should enquire 
of the mortgagor : 
(a) The use to which the land was put on July 1, 1948, and 
(b) Whether any development has been undertaken since that date: 
and, if so, whether planning permission was obtained and any 
necessary development charge paid. 
The reason for this precaution is that Section 23 provides that, where 
development has been carried out without the permission of the local 
planning authority, the authority may, within four years of such 
development, require the discontinuance of the use and even the 
demolition of works and buildings erected without consent. More- 
over, anyone who carries out development without paying a develop- 
ment charge will find himself in serious difficulties with the Central 
Land Board: it will be remembered that penalties may be imposed 
under Section 74. 


. When any land charged to the bank is to be compulsorily acquired, 


the bank will, of course, notify the appropriate authority of the bank's 
interest. 


6. In the case of land mortgaged to the bank before July 1, 1948, the banker 


NS 


should, where appropriate, remind the customer to make a claim on the 
global sum before June 30, 1949, and to disclose the bank’s interest 
as mortgagee. 


In the case of mortgages executed on or after July 1, 1948, it will be 


necessary to consider whether it is advisable to take an assignment of 
the right to receive a payment from the global sum. 


. The development plans of local planning authorities should be closely 


studied. Section 5 of the Act provides that every local planning 
authority must within three years from July 1, 1948, make a survey 
of its area, prepare a development plan and submit it to the Minister 
for his approval. The plan is to be brought up to date every five 
years. When the Minister has given his approval to the plan, it must 
be made available for inspection by the public, and copies must be 
available on sale to the public at a reasonable cost (Section ro (2) (c)). 
The plan may affect banks and their customers in many different ways. 
It may show, for example, that a road is to be widened and that, asa 
result, bank premises will have to be pulled down ; or it may show that 
land mortgaged to the bank is to be compulsorily acquired in return for 
compensation based upon its existing-use value (Section 51). Further- 
more, a study of the development plan may disclose the desirability 
of opening a new sub-branch 1m a development area. 


g. Finally, the banker should note that if a land-owner is proposing to 


develop his land by the erection of industrial buildings upon it, he 
must, as a rule, secure the consent of the Board of Trade as well as 
obtain planning permission from the local planning authority. But 
this does not apply where the building will have an aggregate floor 
space not exceeding 5,000 square feet (Section 14 (4) ). 
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The “ Rayner” Case 
By Maurice Megrah 


HE third edition of the book entitled Bank Credits and Acceptances by 
T witber Ward and Henry Harfield (reviewed recently in the Journal of 

the Institute of Bankers) contains strictures on the attitude of the Court of 
Appeal in Rayner v. Hambros Bank ( [1943] 1 K.B. 37), which point to a queer 
and surprising misunderstanding of the decision, when one considers that the 
authors are members of the New York Bar. On page 50 there is the statement 
that the case “‘ appears not only to have reaffirmed faith in the cult of strict 
conformity, but actually to have narrowed the permissible deviations as 
regards bills of lading’. The book goes on to express regret that “ the matter 
really at issue escaped the attention of both counsel and the bench. The 
learned judges contributed nothing to the development of a sound commercial 
credit procedure by reiteration of the basic principle that documents should 
on their face conform to the credit’; and again, “ by failing to distinguish 
the proper from the improper functions of a bill of lading, the English Court of 
Appeal has immeasurably muddied the waters ’’. British bankers, too, come 
in for censure, for “ in taking an ambiguous position with respect to the applica- 
bility of the ‘ Uniform Customs’ to the credits they issue, the British bankers 
indicate their continued lack of faith in the efficacy of uniform action in 
narrowing the field of controversy in commercial credit operations”. And 
yet, “on the other hand, if the lack of commercial imagination demonstrated 
by the Court of Appeal in the Rayner case is a blot on the record of the com- 
mercial courts, it is not more than a surface blemish on the law governing 
commercial credits ”’. 

This is strong criticism, to say the least ; but, one-sided though it may seem, 
the spirit which prompted it may be appreciated and even welcomed. It 
suggests, of course, that the United Kingdom is out of step with America and 
—as there are a set of rules uniform to the United States and many other 
countries of the world—out of step with the world. But it is only in regard 
to the Uniform Rules that the United Kingdom is out of step; as regards 
commercial practice and commercial credit practice in particular the world 
may be stepping too fast for its ultimate comfort. 

What does the criticism amount to? The facts of the case were simple 
and undisputed. Hambros had opened a credit in favour of the plaintiffs, 
the terms of which called for ‘‘ invoice . . . and full set straight bills of lading 

.. covering about 1,400 tons of Coromandel ground-nuts in bags .. .”” The 
invoice in due course covered this shipment, but the bills of lading described 
the goods as machined-shelled ground-nut kernels, with the marks in the 
margin: “‘ O.T.C. C.R.S. Aarhus’. The bank refused to pay. It was argued 
for the plaintiffs that it was well-known in the trade that Coromandel ground- 
nuts and machined-shelled ground-nut kernels were one and the same thing. 
The issue, as the Court of Appeal saw it, was whether the terms of the credit 
had been complied with and whether the bank were justified, in view. of the 
difference in the descriptions contained in the credit and the bill of lading, in 
refusing to pay. 
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The American criticism lay in the argument that so long as the invoice 
complied with the terms of the credit, it did not matter that there was some 
slight difference in the description in the bills of lading, because it is not the 
function of a bill of lading, which “ is a document conceived and required for 
an entirely different purpose,” to describe goods exactly ; and, “ as the carrier 
assumes no responsibility for a misdescription, such a requirement adds exactly 
nothing to the protection afforded the buyer against the seller. There is almost 
a presumption that only a seller with a guilty conscience would be so meticulous 
as to guard against a misde scription in a bill of lading’. And for this alleged 
misunderstanding of the true function of a bill of lading, the Court of Appeal 
is charged with having muddied the waters and shown lack of imagination. 
In fact, the requirement is ‘‘ a work of supererogation ” 

None will deny to the authors of this book their conception of the function 
of the bill of lading. What they seem somehow to have forgotten or at least 
disregarded is that, as between a buyer and his banker, there is no reason why 
the document should not be given an added function, a means of identifying 
a shipment for purposes of payment under a credit. Whether the buyers ever 
intended this or not does not matter, for that is the effect, in English law, of 
their credit instructions. Whether it is a good or a bad thing that the bill of 
lading should be used in this way is also beside the point. There is nothing to 
prevent buyers’ giving effect to the American point of view—they have only 
to frame their instructions so as to offer a clear mandate to their bankers, 
relieving them of the necessity of seeing that the description of the goods as 
given in the bill of lading tallies with that laid down in the credit. But, if they 
do so, they may not complain if something goes wrong which would not have 
done so if things had been left as they were. It seems reasonable to suppose 
that the greater the identification required the less likelihood there is of any 
mistake and the less chance of loss. To-day it may be said that risks are 
altogether different from what they were in 1939. 

If bankers really thought that there was no necessity for using the bill of 
lading as a means of identification in this way, they could certainly in course 
of time accustom their customers to the new régime—but it would take time. 
They would begin by amending their form of credit instructions, but they 
would have to make sure that their customers understood the change which 
had been made. And it would be natural to find that bankers prefer that any 
initiative should come from their customers, for then there would be no 
question of responsibility on the part of the bankers—not, at least, for drafting. 

The American authors seem to take it for granted that procedure in regard 
to documentary credits is a matter either for the courts or for bankers. In 
fact, it cannot be the responsibility of either. The buyer and seller, as initiators of 
the credit following the contract of sale, are themselves responsible for seeing 
to it that the authors’ contract is implemented so as to provide the safeguards 
they need—with the advice of their bankers or lawyers, if necessary. It would 
thus seem that these strictures concerning the Court of Appeal are somewhat 
misplaced. As for bankers and the Uniform Rules, the experience of British 
bankers, longer and deeper than that of any other country, permits them to 
follow their e xisting practice of non-adhesion to the U niform Rules without 
exposing them to the criticism that they are hindering world trade or being 
unnecessarily conservative and unprogressive 
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The plaintiffs, Rayners, argued on the lines that a banker would be un- 
reasonable if he refused a bill of lading for reasons of misdescription, in circum- 
stances in which that misdescription would be accepted by the buyer. But 
there is no authority for this view. The contrary would seem most definitely 
to be the case. A banker is not called upon to do anything but to pay in 
accordance with his mandate and it is not for him to resolve any ambiguity, 
imputed to the mandate, by reference to the documents called for under it. 
In the lower Court, Atkinson, J., found against the bank on the ground that 
the documents in the case, in his view, complied with the tests laid down in 
Hansson v. Horley ( [1922] 2 A.C. 36), Sanders v. Maclean ( [1883], 11 0.B.D. 
327), The Moorcock ( [1889] 14 P.D. 64), Biddell Bros. v. E. Clemens Hurst 
({1g11] 1 K.B. 934) and Skandinaviska Kreditaktiebolaget v. Barclays Bank 
(f1925] 22 LI.L.R. 523). How far he was impressed with the fact that the 
bank had paid without question in a similar transaction a month or so pre- 
viously is not clear, though he said that he was satisfied that, “‘ when the first 
transaction went through and when the second letter of credit was issued, all 
that the bank expected was compliance similar to that which had gone before 
({1942] 2 All E.R. 694, at p. 697). But surely this has nothing to do with the 
case in dispute ; perhaps it only points to the necessity for and wisdom of 
keeping the position open and elastic. His Lordship quoted with approval 
Gutteridge on Bankers’ Commercial Credits, at p. 57, to the effect that. it is 
impossible to standardize the nature and extent of the banker’s duty, because 
each case must be considered on its merits. Yet he did not refer, expressly, to 
the same learned author’s reference at the foot of page 60 that “‘ the banker’s 
duty is to see that the document (the bill of lading) conforms to the terms 
of the letter of credit and to his mandate ” 

In Bowes v. Shand ([1877] 2 Appeal Cases 455) Lord Blackburn said, 
ina case of a shipment of ‘‘ Madras rice—to be shipped at Madras or coast ”’ : 
“T think, to adopt an illustration which was used a long time ago by Lord 
Abinger, and which always struck me as the right one, that it is an utter 
fallacy, when an article is described, to say that it is anything but a warranty 
or a condition precedent that it should be an article of that kind, and that 
another article might be substituted for it”. Bailhache, J., in English, 
Scottish and Australian Bank v. Bank of South Africa ({1922] 13 LI1.L.R. 21) and 
Lord Sumner in Equitable Trust Co. of New York v. Dawson Partners, Lid. 
([t927} LI.L.R. 49) are equally emphatic and more specific. There is also 
the authority of the Supreme Court of New York that a misdescription may 
not be accepted even if it is known in the market for that particular type of 
goods that the descriptions mean one and the same thing. In Lambourn v. 
Lake Shore Banking & Trust Co. ({1921] 196 App. Div. 504) the letter of credit 
called for Java white granulated sugar; the bills of lading purported to 
cover Java white sugar and the bank was held justified in refusing to pay. 
The American authors make no reference to this case. 

Neither of the two members of the Court of Appeal—MacKinnon and 
Goddard, L.JJ.—had any difficulty in disposing of the appeal. The former 
asserted that “it would be quite impossible for business to be carried on, 
and for bankers to be in any way protected in such matters, if it were said that 
they must be affected by a knowledge of all the details of the way in which 
particular traders carry on their business” (p. 40). The latter said: “It 
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seems to me, whether it is reasonable or unreasonable for their principals to 
say they want a bill of lading for ‘ Coromandel ground-nuts ’ or whether the 
bank had or had not knowledge of some of the trade practices which are referred 
to, is not the question. The question is: What was the promise which the 
bank made to the beneficiary under the credit, and did the beneficiary avail 
himself of that promise ? In my opinion, in the present case he did not, and, 
therefore, I think that the bank was justified in refusing to pay” (p. 43). 
And again, “‘ The person who requests the bank to establish the credit can 


impose what terms he likes. . . . If the bank accepts the mandate which its 
customer gives it, it must do so on the terms which the customer imposes” 
(Pp. 42). 


It is perhaps strange that there should have been any objection in banking 
circles to this decision, but such as there has been must surely be based on a 
misapprehension. The decision is not a decision that a banker opening a 
credit must not pay under the credit unless the bills of lading comply with the 
terms of the credit. It is, on the contrary, a decision that, where a credit calls 
for bills of lading covering a shipment, the paying banker is entitled to refuse 
to pay unless the two descriptions of the shipment tally. The decision and, 
therefore, the law are permissive. They give the banker complete protection 
without fettering his freedom of action. 

Yet it has been suggested that the decision may in certain circumstances 
operate against the banker opening the credit ; where, for example, he pays 
in circumstances in which by virtue of the decision under discussion he pore 
be protected in refusing. It is said that in such a case he may fall foul of his 
principal, especially if the latter chooses to seize the chance thus offered of 
avoiding his responsibility for the transaction. It is unlikely that bankers 
in this country will worry much on this account. They realize that it is 
impossible to avoid all risk and at the same time achieve an increase in that 
part of internatic nes trade which is enjoyed by this country ; they have always 
been content to take the risk. There are many other risks in connection with 
documentary credit work which they must run and they are not likely 
to shield themselves behind a cast-iron code which tells them what they may and 
may not safely do, rather than continue to exercise their discretion according 
to the circumstances of the particular case. 

The remedy for the state of affairs to which Messrs. Ward and Harfield 
object i is in the hands of merchants, not of bankers or of courts of law. In 
this country the courts follow rather than dictate commercial practice. In 
that paragraph of the authors which stigmatizes the Court of Appeal’s lack 
of imagination it is said also that “ if mercantile descriptions in bills of lading 
are as inconsequential as carriers’ practice had rendered them, no substantial 
harm is done by a requirement that they conform prone to the description 
in the letter of credit. Sellers must simply exercise greater care in copying. 
If the burden is heavy, the remedial measures should be taken by bankers 
in establishing a practice of excluding minutiz from the mercantile descriptions 
in the letter of credit’. Why ? 
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Bankers and Negotiable Instruments 
I1I— Cheques and Crossings 


By R. W. Jones 


ANKERS are more concerned to-day with cheques than with other types 
Be negotiable instrument, such as bills and promissory notes. Promissory 

notes are rarely handled by English banks either as security or for collec- 
tion. Inland commercial bills, too, are almost a rarity in these days, but bills 
are still largely drawn on London in respect of the movement of merchandise, 
etc., and to this extent a knowledge of the law relating to bills of exchange is 
essential for those concerned with such transactions. But a knowledge of the 
law relating to cheques is indispensable to every banker. The Clearing House 
Returns show that some 289 million cheques and kindred articles are cleared 
annually. 

Until the middle of last century the bearer type of cheque prevailed, for 
the reason that cheques payable to order attracted an ad valorem stamp duty, 
as did bills of exchange, whereas bearer cheques were exempt from stamp duty 
altogether, if issued within fifteen miles of the bank on which drawn. In 1853, 
however, the duty on order cheques was reduced by the Stamp Act of that 
year to a flat rate of one penny. (In 1858 bearer cheques became subject to 
the same duty.) Cheques payable to order, being a safer form of remittance 
than the bearer variety, thereupon came into increasing use. But drawers 
of such instruments paid a price for the concession. They forfeited any rights 
against their bankers in respect of paid cheques bearing forged endorsements 
which purported to be correct. This protection for the banker was provided 
for in S. 19 of the above Act. Previously, order cheques, like other types of 
bills of exchange, were a source of loss to the paying banker if paid with a 
forged endorsement, since the banker was obliged to give his customer a good 
discharge. The Section did not, however, extend to the banker any similar 
immunity in respect of bills domiciled with him. The reason for this distinction 
was that it is not part of a banker’s contractual duty to a customer to pay his 
domiciled acceptances, whereas it is inherent in the contract with the customer 
that he will pay his cheques. 

About this time the practice of crossing cheques came under review. The 
crossing of cheques had its origin in the early days of the Clearing House, when 
the clerks of the various member banks adopted, for clearing convenience, the 
system of writing the name of their employers across cheques received for 
collection. Subsequently, the public, in search of safeguards for their cheques, 
borrowed the idea from the banks. Gradually the practice grew up for the 
drawer of a cheque, if he knew his payee’s bank, to write its name across the 
instrument ; if he did not know it, he would merely write the words “ and 
Company” or “and Co.” on the face of the cheque—without any traverse 
lines. 

The custom of bankers was to refuse to pay a crossed cheque to anyone 
but a banker. The idea seems to have been not so much to restrict the-circula- 
tion or transferability of a cheque as to ensure its presentation through a 
channel of known respectability. Such an addition to a cheque had no warranty 
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by statute, so that its legal significance was bound to be tested in the Courts [| liv 


sooner or later. Bellamy v. Marjoribanks (1852) appears to have been the first ac 
case in which the implications of a crossing were raised; it was there held not 
that the name of a banker written across a cheque was by way of memorandum nal 
only and imposed no duty on the drawee banker to pay heed to it. Nevertheless, on 
there was the following significant passage in the judgment: “ If the banker col 
disregarded the custom and paid the cheque to a private individual, that cir- wa 
cumstance would be strong evidence against him in the event of his seeking to the 
charge his customer with the payment, if the person actually presenting it me 
was not the lawful holder and bearer of the cheque ”’. op] 
Cheques having come into increasing use as a commercial instrument, there effe 
was considerable agitation amongst the mercantile community for statutory not 
recognition to be given to this addition of a crossing to a cheque. Accordingly, anc 
in 1856, the Drafts on Bankers Act was passed providing that, where a demand cro 
draft on a banker bore on its face the name of a banker or the words “ and or 
Company ”’ in full or otherwise, such an addition should be a direction to the 
drawee banker that such a draft was to be paid only to a banker. Here was to} 
the first legal recognition of a crossing, though the Act was silent on the ac 
question of “ special ’’ crossings. Nevertheless, it was held in 1858, in the in | 
case of Simmons v. Taylor, that a crossing as recognized in the Act of 1856 not 
was not a material part of a cheque and was merely a direction to the drawee say 
banker. Hotfoot, there followed the Drafts on Bankers Act of 1858, which to- 
recognized the two categories of special and general crossings and ordained tor 
that such an addition was a material part of a cheque, laying down severe fas] 
penalties for anyone convicted of fraudulently obliterating, adding to, or wis 
altering the crossing. Pos 
The Act required a general crossing to consist of two parallel transverse eXa 
lines; the writing between them of the words “and Company ”’ in full or 
abbreviated (these words alone had hitherto constituted a crossing) was made no 
optional. It is interesting to note how the “ & Co.”, though not necessary, still coll 
persists in a general crossing, even to the extent of appearing on cheques ab 
supplied by banks with printed crossings. Incidentally, another survival of pay 
ancient custom is to be found on printed cheque forms—in the mention of a 
place of drawing. This originated from the fact that bearer cheques, as Bil 
mentioned above, were free of stamp duty only if issued within fifteen miles bill 
of the bank on which drawn. Thus, it was the custom to print on all cheque Act 
forms, irrespective of the place of actual issue, the name of the town where pas 
the drawee bank was situated. anc 
No further legislation affecting cheques occurred until a case arose (Smith fou 
v. Union Bank (1875) ) in which a bearer cheque specially crossed was stolen anc 
and negotiated by the thief, for value, to an innocent party who obtained con 
payment of the cheque through a bank other than the one to which it was anc 
crossed. It was held that the original owner had no remedy against the paying dor 
banker notwithstanding the contravention of the crossing, because the negotia- mo 
bility of a cheque was unaffected by a crossing. As a direct consequence of 
this odd situation, the Crossed Cheques Act, 1876, was passed, repealing the Ins 
Acts of 1856 and 1858. Briefly, its effect was to arm a true owner with a Wa 
remedy against the paying banker if he paid contrary to the crossing, and to Pre 
provide a further safeguard, by way of the ‘“‘ not negotiable ’’ crossing, to the by 


drawer or holder of a cheque. The Act when in Bill form was the subject of of 
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lively controversy about the effect which a special crossing ought to have on 
acheque. It was urged by the Lord Chancellor that a special crossing should 
not only require the drawee banker to pay a cheque to none other than the 
named banker but should strip it of its negotiable quality. This was argued 
on the footing that whilst the object of a general crossing was to secure the 
collection of a cheque through another banker, the idea of a sPeczal crossing 
was to limit the ownership of a cheque to some person who was a customer of 
the bank to which it was crossed ; a specially crossed cheque was clearly not 
meant to pass freely from hand to hand. There was considerable and weighty 
opposition to this proposal, it being argued that both types of crossing ought 
effectively to deprive a cheque of negotiability, for cheques, unlike bills, were 
not intended for circulation, but for making payment between the drawer 
and the payee. In the result, a compromise was made and the “ not negotiable ”’ 
crossing was devised, leaving the negotiability of cheques bearing only a general 
or special crossing untouched. 

An abortive attempt was also made when the Bill was before Parliament 
to get recognition for the “ account payee ’’ crossing. The practice of marking 
a cheque with such or similar words was of long standing—it was an element 
in the Bellamy v. Marjorvibanks case mentioned earlier. The amendment was 
not pressed, however ; neither has subsequent legislation had anything to 
say on the subject, This type of addition to a crossing is increasingly popular 
to-day. One is bidden by a variety of creditors—income tax and rates collec- 
tors, the Postmaster-General and the like, to cross any remittances in such a 
fashion. Consequently, if the payer of rates or taxes or telephone accounts 
wishes to put the liability for loss on the respective creditors by making the 
Post Office the creditor’s agent, he must be careful to make out his cheques 
exactly as requested. 

The unauthorized addition of “account payee’’ to a cheque need raise 
no qualms for the paying banker; it can have adverse consequences for the 
collecting banker however, because it has been held in conversion cases that 
a banker is not acting without negligence if he collects, for anyone but the 
payee, a cheque so marked. 

The next and the most important legislative enactment was the famous 
Bills of Exchange Act of 1882, which repealed sixteen statutes dealing with 
bills of exchange and cheques, including the Acts of 1856, 1858 and 1876. The 
Act is notable as the first example of codification in English law. Before its 
passing the law relating to bills of exchange was contained in some 2,500 cases 
and 17 statutory enactments. Thus the bulk of the law on the subject was 
found in the law merchant. The Bills of Exchange Act, 1882, gathered together 
and put into orderly arrangement the recognized practices of the mercantile 
community in regard to bills, cheques and notes. It gave to those practices 
and customs a statutory authority requiring all to do what merchants had 
done for centuries past as matters of expediency ; it consolidated one of the 
most important parts of the law merchant. 

The Act came on the Statute Book following the joint labours of the 
Institute of Bankers and the Associated Chambers of Commerce; the Bill 
Was introduced into the House of Commons by Sir John Lubbock, thé then 
President of the Institute. It emerged in its present shape after consideration 
by a Select Committee of merchants, bankers and lawyers. It is a model piece 
of legislation ; it is comparatively short, it is precise in its contents, it is lucid 
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in its language. Lord Justice MacKinnon in a recent case paid the Act this 
tribute: “I have always regarded it as the best drafted Act of Parliament 
which was passed ’’. It is true that it has given rise to much case law—mostly 
concerned with S. 82; but this is inevitable since the phrase ‘‘ without negli- 
gence ’’ necessarily could not be expanded in a statute. 

There have been only three permanent amendments to this Act. The fact 
that only one of these was concerned with clarification is a tribute to the 
practical wisdom of its draftsman, Sir Mackenzie Chalmers. The amending Aet 
in question is the Bills of Exchange (Crossed Cheques) Act of 1906, which was 
designed to clarify the meaning in the familiar S. 82 of the phrase ‘‘ Where a 
banker receives payment for a customer of a cheque ’’, etc. In 1917 the Bils 
of Exchange (Time of Noting) Act was passed, amending S. 51 (4) by extending 
the time limit for noting a bill from the day of dishonour to the next succeeding 
business day. 

Finally, in 1932, there came the Bills of Exchange Act (1882) Amendment 
Act, extending the provisions of SS. 76-82 of the principal Act (as amended by 
the 1906 Act) to banker’s drafts. These documents are not cheques, fora 
cheque, being a bill of exchange of a particular kind, must be drawn by one 
person on another—and a banker’s draft is drawn by a bank on itself. Hence 
such drafts could not be effectively crossed—although they mostly were 
issued in crossed form—and they could not rank for protection under the 
crossed cheque sections of the principal Act. A banker paying such a draft 
bearing a forged endorsement could get protection against the true owner by 
S. 19 of the Stamp Act, 1853, but there was no protection against liability for 
conversion in collecting a banker’s draft. As a result of this short amending 
Act of 1932, banker’s drafts can now be legally crossed and statutory protec- 
tion is afforded in paying and in collecting them (by S. 80 and S. 82 respec- 
tively) provided they are crossed. If uncrossed, presumably S. 19 of the 
Stamp Act, 1853, will still avail the drawee banker in paying on a forged 
endorsement. 

In some quarters it is suggested that the Bills of Exchange Act, 1882, 
endowed bills, cheques and notes with negotiable qualities ; this is not the 
case, the Act merely recognizes that such instruments normally have that 
quality, and provides for certain circumstances which will deprive them of it. 
Bills, cheques and notes gained admission to the close corporation of negotiable 
instruments as a result of the gradual recognition by the Courts that it was 
the custom of the mercantile community to treat them as such. 
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International Banking Review* 


Argentina 

HE ban on imports into Argentina imposed at the beginning of February 
To partially raised in mid-March simultaneously with the announcement 

of new import regulations to be operated largely through an exchange 
permit system. The new system establishes two lists of goods ; the first includes 
all top-priority goods and the other less urgently needed goods and certain 
capital investment goods the importation of which is deemed economically 
desirable. Goods in the first list will have prior claim on exchange supplies ; 
applications for import permits for goods in the other list will receive the degree 
of preference indicated by the foreign exchange saving the local production of 
these products will ultimately accomplish. 

The Government has taken steps to prevent a general collapse of the 
Buenos Aires stock markets. The Central Bank, after advancing 50 million 
pesos at the end of January, made a further advance of 120 million pesos at 
the end of February to assist the market to complete the end-month settlement. 
Margin requirements have been raised to improve Stock market practices and 
to combat speculation, and new restrictions have been imposed on forward 
transactions. 

Australia 

The Prime Minister has disclosed the existence of a “‘ Gentlemen’s Agree- 
ment’ with the United Kingdom which provides that the Commonwealth 
shall not draw down its London funds substantially below the £A 350 millions 
level except in an emergency and has said that this precludes Australia from 
undertaking the liquidation and repatriation of overseas debt on a large scale. 

The Premier asserted that the Australian exchange rate would not be 
changed while sterling maintained its present relationship with world 
currencies. 

The Judicial Committee of the Privy Council in London has been hearing 
the appeal of the Commonwealth Government against the majority decision 
of the High Court of Australia declaring invalid certain provisions of the 
Banking Act of 1947, which seeks to nationalize Australian banks. 


Belgium 

The Government has granted permission for the free importation of Belgian 
currency into Belgium on condition that it is placed in banking accounts and 
used to finance payments for imports. This is an extension of an earlier scheme 
which permitted foreign residents in Belgium to bring in Belgian currency 
purchased on free markets abroad on condition that the funds were invested 
in specified ways. The decision is believed to be partly inspired by a desire to 
stimulate the export trade by releasing additional purchasing power in order 
to relieve unemployment in Belgian light industries. 

The Government has negotiated a $16 millions loan with the International 
Bank for Reconstruction and Development. The funds are to be used to 
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finance Belgium’s economic re-equipment and will be repayable in half-yearly 
instalments of $500,000 millions, starting on September 1, 1953. The rate of 
interest is not to exceed 4} per cent. The operation is to be financed in part 
by an issue of bonds at the maximum price of $1,000 each. Capital and 
interest on the bonds will not be subject to tax in Belgium throughout the 
period of the loan. 

Another measure to assist the Belgian export trade takes the form of the 
authorization by the Belgian Exchange Control of the use of balances standing 
to the credit of “‘A”’ accounts of residents in Switzerland and the United States 
on March 1. These accounts are capital accounts in favour of non-residents, 
The new regulation does not cover the use of money arising from the sale of 
investments after March 1. 

Economic union with the Netherlands has been postponed until July 1, 
1950, at the earliest ; a new programme has been drawn up for carrying it 
into effect. 

Canada 

The report of the Foreign Exchange Control Board records an increase 
of some $500 millions in gold and U.S. dollar reserves in 1948, to $998 millions. 
The inflow of U.S. funds for direct investment in Canadian industry reached 
$68 millions in 1948, against $17 millions in 1947, not including sums ploughed 
back by Canadian subsidiaries of American companies. The chairman of the 
Board spoke of the danger to Canada of the growth of “ a protected currency 
and trading area in the non-dollar world” and stated that countries like 


Canada may be confronted with the choice of finding alternative markets at 
home or abroad for goods previously exported to dollar-short countries, or of 
making special arrangements in an effort to retain markets in these countries. 
Such arrangements could involve “ further credits or special deals in which 
Canada agreed to take goods from dollar-short countries even when these 
goods were higher-priced than elsewhere ”’. 


Eire 
The Government has made an issue of £12 millions 3 per cent. Exchequer 
bonds, redeemable between 1965 and 1970. From September next the new 
issue is to be merged with the {12 millions of 3 per cent. Exchequer bonds 
issued in March last year, to form a single stock. 


France 

A report prepared by M. Pleven, a member of the Finance Committee of 
the National Assembly, on the Reconstruction and Re-equipment Budget for 
1949 emphasizes the need for an increase in French industrial production, a 
purposeful use of new resources, in particular in the projects of the nationalized 
enterprises, and the most economic operation of such enterprises. Total 
State expenditure for investment in 1949, including compensation for private 
war damage, is estimated at Frs. 794,000 millions, of which Frs. 620,000 
millions is included in the special budget for reconstruction and re-equipment. 
With Frs. 457,000 millions to be used for reconstruction and maintenance, 
only Frs. 337,000 millions will be available for new investment in metropolitan 
France and the colonies. Of the latter sum, Frs. 260,000 millions will be 
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absorbed by the nationalized enterprises. It is estimated that 36.4 per cent. 
of the expenditure will be covered by Marshall Aid, a similar proportion by 
taxes, about 13 per cent. by loans, and the balance by miscellaneous receipts. 

The report also emphasizes that the amount allotted for investment in the 
colonies is grossly insufficient and urges a careful study of President Truman’s 
recent offer of American aid for the exploitation of under-developed territories 
so as to ‘‘ devise formulz which will allow of more rapid progress in the French 
overseas territories without impairing thei political and emotional founda- 
tions ”’. 

The Finance Minister has announced the successful result of the Govern- 
ment’s loan operation ; total subscriptions to the 5 per cent. Perpetuals were 
Frs. 297,000 millions. Of this, Frs. 108,000 millions was in cash, Frs. 44,000 
millions in Treasury bonds and Frs. 145,000 millions in conversions of the old 
Rentes. The official target for cash subscriptions was Frs. 100,000 millions. 
The Minister has stated that the success of the loan did not justify an easy-going 
financial policy and that the work of restoring the national finances must be 
continued. He claimed that inflation had been checked and the rise in prices 


interrupted. 
Germany 


Agreement has been reached with the United Kingdom on trade between 
the three Western Zones of Germany and the sterling area for the first half of 
1949. German exports are expected to total {22 millions, against imports of 
{30 millions. Britain will receive potash, scrap and timber, while the three 
Western Zones will receive wool, rubber and non-ferrous metals from the 
sterling area. 

The Western Powers have declared the Western mark the sole legal tender 
in Berlin, thereby ending the previous arrangement whereby both the East 
mark and the West mark circulated as legal currency in their sectors. It has 
been explained that the unequal distribution of the two currencies among the 
population has caused considerable unfairness, owing to the fact that the 
West mark had become the stronger currency. Certain transitional concessions 
have been made to avoid hardship. 

A Berlin central bank has been established for West Berlin controlled by 
the Allied Banking Commission already governing the Bank of the German 
States in Frankfurt. For international payments, the central bank is to use 
the facilities of the Bank of the German States. 


India 

Conditional agreement has been reached between the Kolar gold-field 
companies and the Government of Mysore providing for the repeal of the Gold 
Duty Act and its replacement by a special provision for capital development 
and a substantial contribution to the Government, in addition to the normal 
royalties. The effect of the agreement is expected to be a lengthening of the 
life of the mines rather than an increase in earnings. 

The Finance Minister has complained that dollar releases from the sterling 
area pool granted by the United Kingdom to date have not been fair and 
reasonable and has stated that he intends to press for larger releases in the 
coming year. He declared, however, that India was prepared to co-operate 
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with the United Kingdom in its efforts to make sterling strong. The question 
of foreign borrowing had become important because domestic resources were 
inadequate to finance all projects. The only alternative to borrowing at 
relatively high rates from the World Bank was to allow foreign investors to 
participate in the capital structure of Indian concerns. 


Netherlands 


Agreement has been reached with the United Kingdom on arrangements for 
trade in 1949 between the United Kingdom on the one hand and the Netherlands 
and Indonesia on the other. Trade between the United Kingdom and the 
Netherlands on visible account is expected to reach a total of about {60 
millions in each direction, a considerable increase on the 1948 level. The 
Netherlands will increase exports of manufactured goods as well as supplies of 
dairy produce and other food items. U.K. imports from Indonesia are expected 
to reach a total of £8 millions, which will include quantities of palm oil and 
copra ; exports of U.K. manufactured goods to Indonesia should come out at 
about £13 millions. 


New Zealand 


Holders of three maturing internal loans have been offered an opportunity 
to convert into two new Government issues, one a 3 per cent. stock dated 
1961-64, the other a 2} per cent. stock dated 1954-55. This is one of the largest 
conversion operations ever undertaken by a New Zealand Government, the 
total sum involved being over £29 millions. 


The conversion of some £7 millions of 3} per cent. stock 1949-54 intoa 
3 per cent. stock 1973-77 has been successfully completed on the London 


market. 


South Africa 


The list of goods rated as non-essential, and the importation of which is 
prohibited, has been greatly extended, while all goods not on the prohibited 
list have been made subject to permits whether originating in the dollar or 
sterling areas. Announcing details of the new restrictions last month, the 
Minister of Economic Affairs, Mr. Louw, warned against the establishment of | 
“uneconomic industries behind temporary and artificial protective walls | 
resulting from the present restrictions ”’, emphasizing that industry could not 
look to the Government for special protection when the situation returned to 
normal. Towards the development of industries which require imported raw 
materials, the Government’s attitude, he emphasized, would be one of 
caution, each case being dealt with on its merits. It would not, however, be 
possible to give any assistance for the establishment of new industries which 
manufacture non-essential goods and for which raw materials would have to be 
imported in appreciable quantities. 

The new company formed to manufacture gold articles for export at 
premium prices has been registered under the name of South African Goldware 
Proprietary, Ltd. The Minister of Finance has defended the Union’s decision 
to undertake premium sales of gold and has also charged the International 
Monetary Fund with maintaining an unrealistic price for world official trans 
actions in gold. 
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The South African Minister of Lands has warned the banks and financial 
institutions that ‘‘ if they damaged the country for political ends by injudicious 
restriction of credit it would be the duty of the Government to note it and 
watch conditions’. The Minister said that it had been alleged that the banks 
were refusing credit facilities whether the applications were backed by the best 
security or not and said that if this were true it amounted to “ attempts to 
undermine the financial structure of the Union ”’. 

The Treasury has announced the “ drastic curtailment ’’ of all transfers of 
money to non-sterling area countries. 

The Union Government has exercised its right to request the advance 
repayment in sterling of last year’s gold loan to Britain, to the extent necessary 
to meet its current deficit in payments with the sterling area. The British 
authorities have refused permission to South African municipalities to raise 
loans in London, on the grounds that the Union has ample sterling available 
in the form of the proceeds of the gold loan. 

The only important change in taxation in the Budget for 1949-50 was the 
restoration of the 20 per cent. surcharge on normal income tax and super-tax 
removed in the previous Budget. The estimated deficit on the basis of existing 
taxation would amount to £2.3 millions, but as a consequence of the changes 
in taxation this is expected to disappear during the year. In the course of his 
Budget statement, the Finance Minister revealed that overseas payments by 
the Union in 1948 totalled £476 millions, of which £350 millions was for mer- 
chandise, £46 millions for invisible items and £80 millions for the gold loan to 
Britain. Against these outgoings, sales of merchandise brought in £134 millions, 
another {100 millions was derived from sale of newly-mined gold, and the 
balance was covered from a net capital influx of £75 millions and drawings 
on gold and foreign exchange reserves. 


Switzerland 


The monetary agreement with the United Kingdom has been extended for 
another year to March 11, 1950, the Swiss Bank having agreed to continue 
during this period the present arrangements to hold up to £15 millions of 
sterling. Provision has been made for tourist expenditure in Switzerland by 
British residents to a total of £4.6 millions, or about {0.5 million less than in 
1948. The Swiss authorities have agreed to co-operate in reducing the sterling 
area's deficit with Switzerland, but no details have been given of specific 
proposals to this end. 

United States 


The Federal Reserve Board has decided to relax instalment credit controls 
as a sequel to a falling-off in retail sales. Buyers are to be allowed 21 months 
to complete their transactions, compared with 18 months previously in respect 
of amounts of $1,000 or more and 15 months for deals of smaller amounts. 
The relaxation has been made against the advice of the American Bankers’ 
Association, which maintained that extended instalment periods would tend to 
perpetuate an over-priced market. 

The Treasury has stated that it is strongly opposed to the introduction of 
legislation to permit the sale of domestic gold production on the open market. 
Duality of gold prices would cause monetary disturbances which might con- 
tribute to a loss of confidence and aggravate inflationary pressures. 
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Economic Survey for 1949 
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i 
(Tables abstracted from Cmd. 7647) : 
U.K. BALANCE OF PAYMENTS ON CURRENT ACCOUNT | 
(£ millions) 
j 1943 
- i eee 1949 
1Q35 1947 | July-Dec. Jan.-june 
| Jan.-June | Provisional] Forecast 9 
_——- _——- - - —- --—-|-—- — = --—--— | —~- 
Visible Payments : | 
Imports (f.o.b.) : | } 
(a) Food and Feedingstuffs.. | 719 | 421 | 390 426 
(6) Animals and Seeds s - 26 It | 14 10 
(c) Raw Materials .. oe | - 517 303 | 311 392 
(d) Tobacco sci . 30 18 21 2 0. 
(e) Petroleum “3 Hone — 78 62 61 54 
(f) Machinery and Vehicles... | - 37 29 2 21 
(g) Other imports , oa - 84 2 | 52 55 
Toral ai its al 835 | 1,541 } 896 872 960 ; 
Visible Receipts : | | | 
Exports and Re-Exports (f.o.b.) 533 | 1,100 730 820 gio FOU 
Se SEN Lara Meementmeree Nera 
Visible Deficit (-).. ..  .. | -302 441 | -166 | - 82 - 50 | 
| | | | 
Invisible Payments : | 
Govt. Overseas Expenditure: | : 
(a) Military .. np me | 197 | 64 | ~~ 50 117 (}) 
(6) Relief and Rehabilitation - 58 | 13 2 6 
(c) Germany .. a a - 80 12 11 ? 
(2) Administrative, Diplo- | | | 
matic, etc. ae oo | — j 37 | 22 } 19 21 
(e) War disposals and Settle- | } 
ments a 4 in 4 121 25 59(?) 65(") 
(f} Other Government (net) — | — 44 - I 4 10 
ee |} | —---- —-|-_-—_— 
Tota Govt. (net) | 16 | 207 82 | 27 96 l 
| ! 
Shipping ee es ae 80 181 | 94 96 98 
Interest, Profits and Dividends 30 | 106 | 56 } 50 56 
Films (net) “he i uve 7 | 14 | 7 3 2 
Travel .. ~ , aot 40 80 27 43 30 
TotaL PAYMENTS | 173 | 588 266 22 282 
Invisible Receipts . +--+ -----— | -—— |__| 7 
Shipping i ad nn a 100 205 | 12 | 127 134 ; 
Interest, Profits and Dividends 205 153 78 | 84 8i 
Travel ; | 28 21 | 15 20 17 
Other (net) | 72 20 66 76 85 
/ = 
om ee pe ree oe Fe Se a ee 
rotaL RECEIPTS se | 405 399 282 307 317 
es we = oe aa Ill 
Balance of Invisibles Pe .. | +232 | —189 + 16 + 82 + 35 
| 
Net Surplus (+) or Deficit (—) on | 
Current Account ay * — 70 | ~ 630 - 150 + 30 - 6 
| oo 
(4) Includes £55 millions paid and received under Indian settlement. Ne 
(*} Includes £45 millions received under Indian settlement. 
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OF 


U.K. 


(4 millions) 


Western Hemisphere 
Imports (f.0.b.) : 
Exports and Re-exp = (f.0.b.) 
Invisibles (net) ~ 


Surplus or Deficit 


Sterling Area 
Imports (f.0.b.) 
Exports and Ke 
Invisibles (net) 


exports (f.0.b 


Surplus or Deficit 


).E.E.C. Countries 
Imports (f.0.b.) 
Exports and Re-exports 
Invisibles 


(f o.b ; 
(net) 
Surplus or Deficit 
Other Countries : 
Imports (f.0.b.) 
Exports and Re-exports (f.0.b.) 
Invisibles (net) 


Surplus or Deficit 


U.K. BAL 


(£ millions) 


1. Net Gold and Dollar Deficit : 
t. United Kingdom .. i 

2. Rest of the Sterling Area 

3. Whole Sterling Area: Net 
gold and dollar payments 

to non-dollar countries. . 


I]. Net reduction in United Kingdon 


external capital assets 
Non-sterling Area 
Sterling Area 


|. Net increase in liabili- 
ties : 

Non-sterling Area 

Sterling Area 


I] sterling 


Net overseas disinvestment 


i 


ANCE OF 


SURVEY FOR 1949 


PAYMENTS 


/RRENT ACCOUNT BY 








6] 


AREAS 


ON ¢ 
j Base | 
Taeeere cme Se eal 1949 
147 | July-Dec. an.- june 
Jan.-June Provisional ‘han 
nes 
717 293 27¢ 7° 
173 | 119 145 séo 
it! 20 j 9 5 
; 
055 200 i 14¢ a5 
a 
hed 337 323 i 300 
50 350 ozs 435 
3 t 52 i; eg + Sé6 
55 + O5 160 + 130 
: | Siaietecoetnd 
} 
233 j 150 } 107 202 
208 150 | oo } 220 
60 + it ft 12 r 87 
25 CO +35 | 15 + 35 
7 Ito roo | 128 
y SI | 3 95 
15 | 21 j 12 | - 32 
| | a 
5 | 50 35 65 
ieee | ia sual 
p Az ME NTS—CAPITAL ACCOUNT 
194 | 
\- eid 1949 
1947 r July-Dee. | Jan.-June 
; jan.-June | Provisional | Forecast 
\ sidieciaieleishoeest 
655 186 | 42 | 130 
o2 17 Q ! 15 
} 
| | 
LO | 5i 14 | 50 
\- - | ee 
1,024 j 254 109 | 195 
| ; } = a 
| 
73 57 43 
17 | 142 50 
252 — &§ im 
— 180 
3 138 } — 108 
- 145 19 84 
! _| 
sip in csibisaaspnai acini ——--—} 
142 19 — 192 | 
630 150 - 30 15 
' 
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REVENUE ACCOUNT OF PUBLIC AUTHORITIES, 1947-49 

















(£ millions) 
| | | Forecast | | Forecast 
| | for 1949 | | Sor 1949 
Revenue ; 1947 | 1948 | at} Expenditure 1947 | 1948 at 
| | 1948-49 | | end 1948 
| tax rates } prices 
— — ————— } —- —_—- — _ — —_— - eee | _ —j——— 
| y 

Direct Taxes ea | 1,787 | 1,997 2,160 | Cc urrent Expenditure 
indirect Taxes us | 1,903 | 2,165 | 2,185 | on Goods and Ser- 

—_———_ |——___ |---| vices aa .. | 2,069 } 1,914 2,040 

Total a | 3.690 14,162 | 4,345 Subsidies .. -- | 434 515 | 515 

Income from Property : | | Transfer Payments : i 
Income from Pro- | Social Security Pay- 


— 
Qe 
~ 





perty and Trading, | | ments -» | 452 506 585 
etc. aa a 89 130 | War Pensions, etc. | 254 | 157 150 
Less National Debt jn --—-|— | — ——— 
Interest .. .- |—605 | —600 | 585 | Total oe | 3.209 | 3,092 3,290 
| Transfers to Private | | 
| Capital Account : | 
| War Damage Pay- | } | 
| ments, E.P.T. Re- | 
| funds and Doctors’ | f 
| Compensation | 306 | 179 | 185 J 
j |__| -—_ | “«&Z 
| Total Current Expen- j | 
| diture ae 3,515 3,271 3,475 
Surplus on Current | 
| | Account |— 34! | 427 415 
a ee See ae hn ees eee 
| Current Expenditure | | 
Current Revenue .. 3,698 3,890 | pilus Surplus | 3.174 | 3,698 3,890 
| | ' 
E ‘ 
“a a eae { 
i 
THE SETTLEMENT OF THE GOLD AND DOLLAR DEFICIT i 











(£ millions) 
1948 | 1949 
| 1947 | ae a 
| Jan. -June July- -Dec. Forecast 
Drawings on: | - 
U.S. Credit ao | 707 | 7 
Canadian Credit .. : 105 13 
Drawings on International Mone tary | 
Fund : | 
By U.K. | 60 15 
By India | II 6 
South African Gold Loan - 80 — - 
Receipts under E.R.P. “4 22 j 147 
Decrease in gold and dollar holdings. 152 39 | 16 J 
Total net gold and dollar deficit | 1,024 254 169 195 
| 
ae Te RE TS eT 


Forecast 
for 1949 
at 
end 1948 
prices 


2,040 
515 


585 
150 


3,290 


185 


3,475 


415 


3,890 
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Publications 


English Bank Accounting and its Historical Background. By H. 
C.F. Holgate. (Staples Press Ltd., 149 pp., 17s. 6d.) In 1934 Mr. Holgate 
wrote what to the present reviewer was a disappointing book on foreign 
branch accounts for bankers. There is no need to be disappointed with or 
cautious of the present larger work ; subject to one or two relatively unim- 
portant drawbacks it can be unreservedly commended to a wide circle—to 
bank officials, to accountants, to lawyers and to bankers overseas. Mr. Holgate 
divides the main part of his book between a study of the internal control and 
audit of a bank’s books and the external examination carried out by indepen- 
dent auditors. The first part of this enquiry involves a description of all the 
book-keeping operations from the moment when the customer pays in a credit 
or cashes a cheque over the counter. Mr. Holgate deserves thanks for the 
clarity with which he guides the reader through the double maze of hand- 
written and machine accountancy ; moreover, however involved the detail, he 
never loses sight of general principles and of the larger world outside the bank 
office. 

Readers who work in the ordinary mechanized branch will not, perhaps, 
find much that is intrinsically new in the chapters devoted to the job they 
perform (why, incidentally, does the author dismiss so briefly the question of 
mechanized centralization of small-branch accountancy ?) but many may learn 
for the first time how their task dovetails in with others, and that should be a 
great and hitherto much underestimated aid to efficiency. The pages devoted 
to the Bankers’ Books Evidence Act, 1879, deserve particular commendation. 
The belated introduction of loose-leaf books of account into English banks 
some twenty years ago raised problems not only of inspection and audit but 
also of law, where the decision of Bennett, J., in Hearts of Oak Assurance Co. 
Ltd. v. Flower (1936) seemed at first glance to strike at the root of all machine 
accountancy. The Act and its implications are discussed here with unequalled 
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fullness and common sense ; we commend this part to those who may not 
have time to read the entire work. 

[t is unavoidable that recently issued books should discuss their subjects 
without reference to the new Companies Act, but it is a pity that, over three 
years after the war, the only publicly available costing figures should be those 
based on 1939 salary scales. Not that Mr. Holgate has much that is fresh to 
say about costing: only those who work in banks can possess the data, and 
their lips are sealed. No one bank, perhaps, can be expected to publish its 
costing estimates, but is there any good reason why the clearing banks should 
not exchange information on this matter and arrive at some general averages 
which would have some reality? Finally, one regrets that Mr. Holgate 
hardly touches the thorny, but very relevant, question of the meaninglessnes 
of bank profit and loss accounts. These, however , are minor weaknesses in 
what is undoubtedly a valuable book ; perhaps, in due course, they will be 
remedied in a second edition. W.J.T. 


Publications Received 


Australia and New Zealand ; Developments in Trade and Finance. A lecture delivered by J.F 
Nimmo. (The Institute of Bankers, pp. 28, price 1/-) 

Banking Cases, 1787-1948, Notes on, by Frank D. Johnson (Macdonald & Evans, pp. 123, 
price 6/-) 
; Calculator, The Number, Weight and Fractional (Sixth Edition), by William Chadwick 
(Technical Press, Ltd., pp. 858, price 39/-). 

Company Law, The Principles of (Fifth Edition), by J. Charlesworth (Stevens & Sons, Ltd, 
PPp- 344, price 15/-). 

Current Financial Problems and the City of London. A series of lectures delivered at the 
Institute of Bankers’ International Summer School, Oxford. (Europa Publications, Ltd., pp. 219, 


rice 15/-.) 
4 Dollar Shortage, The Cause and Cure of, by Frank D. Graham. Essays in International 
Finance, No. 10. (Dept. of Economics and Social Institutions, Princeton University, New 
Jersey, pp. 15.) 

Executorship Law and Accounts, by Ranking, Spicer and Pegler. Seventeenth Edition by 
H. A. R. J. Wilson (Pitmans, pp. 439, price 30/-.) 

Oxford Economic Papers (New Sertes), January, 1949 (Geoffrey Cumberlege, Oxford University 
Press, pp. 144, price 12/6; Subscription price for two consecutive numbers, 21/-). 

Primitive Money, in its ethnological, historical and economic aspects, by Paul Einzig (Eyre & 
Spottiswoode (Publishers), Ltd., pp. 517, price 25/-). 

Stock Exchange, The. A Short Study of Investment and Speculation (Fourth Edition), by 
Francis W. Hirst (Geoflrey Cumberlege, Oxford University Press, pp. 224, price 5/-). 


THE BRITISH LINEN BANK 


Incorporated by Royal Charter, 1746 


Head Office :—38 ST. ANDREW SQUARE, EDINBURGH 


Branches throughout Scotland 


London Offices: 
City Office:—38 THREADNEEDLE STREET, E.C.2 


West End Branch:— 198 PICCADILLY, W.l 
Affiliated to Barclays Bank Limited. 
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Appointments and Retirements 
The Bank Court 


fhe retirement of Lord Catto from the governorship of the Bank of England 
und his succession by Mr. Cameron Cobbold took effect, as foreshadowed in the 
statement issued last October, at the beginning of last month. These changes 
were discussed on page 69 of the November issue of THE BANKER. 

Four new directors have been appointed to the Bank Court for terms of years 
running from March 1 last: Mr. Michael James Babington-Smith, C.B.E. (four 
years), Sir George Chester, C.B.E. (four years), Sir Kenneth Oswald Peppiatt, 
K.B.E., M.C. (four years) and Mr. Humphrey Charles Baskerville Mynors (one 
year). Mr. Basil Sanderson, M.C., has been reappointed for four years, Sir Otto 
Niemeyer, G.B.E., K.C.B., for three years and Mr. Laurence John Cadbury, 
0.B.E., for two years. The new appointments fill the vacancies created by the 
death of Lord Dukeston, the resignation of Mr. Gibson, the appointment of Mr. 
Bernard as Deputy Governor, and the retirement, at the end of his term of office, 
of Mr. George Wansborough. These changes are discussed in an editorial note on 
page 6. 

Barclays Bank—NMr. E. B. Hibberd, the treasurer, has retired after nearly 44 years’ service. 
British Linen Bank—Glasgow—Charing Cross : Mr. S. W. Love, from Knightswood, Glasgow, 
to be manager on retirement of Mr. J. A. McCallum; Knightswood: Mr. R. J. MacLeod, from 
Clydebank, to be manager. Hamilion, New Cross: Mr. R. G. Hervey, of the Inspectors’ Dept., 
to be assistant manager. 

Clydesdale Bank—Glasgow—Paisley Road : Mr. J. E. M. Clark, from Cardonald, to be manager 
yn retirement of Mr. A. D. Cameron; Cardonald : Mr. T. Hamilton, from Ayr, to be manager. 
Lloyds Bank—The following directors have retired: Sir Austin E. Harris, K.B.E., deputy 
chairman for 25 years; Sir Francis Beane, vice-chairman since 1935; Mr. J. Howard Fox, and 
the Rt. Hon. Lord Hutchison of Montrose, P.C., K.C.M.G., C.B., D.S.O. Sir Austin E. Harris 
will continue as chairman of the Salisbury Committee. Mr. George Legh-Jones, of Lowfields, 
Hartley Wintney, near Basingstoke, Hants, has been elected to a seat on the board. Newcastle- 
upon-Tyne Commitiee : The Rt. Hon. Viscount Ridley, C.B.E., has been appointed chairman. 


South Wales Commitiee : Mr. Guy Bown, O.B.E., of Penwalden, Tutshill, Chepstow, Mon, has 
been appointed a member. Brisiol, Colonial and Foreign Dept. : Mr. G. F. Stradling, of Bristol, 


tobe manager. Ebbw Vale: Mr. J. P. Williams, from Merthyr Tydfil, to be manager in succession 
to the late Mr. H. J. Wilshire. High Holborn, W.C.: Mr. J. C. B. Windsor, from Piccadilly, 
W., to be manager. Leeds, District Office : Mr. S. R. Stidston, an assistant controller, Advance 
Dept., to be district manager’s assistant. Liverpool : Mr. G. N. Dixon, from the District office, 
Leeds, to be an assistant manager. Manchester, I:xecutor and Trustee Dept. : Mr. N. Etchells, 
from Manchester, to be manager on retirement of Mr. E. S. Tomlin. Piccadilly, W. Mr. J. B. 
Everritt, from Reading, to be assistant manager. Sidmouth: Mr. R. J. Toop, from Exeter, to 
ager on retirement, owing to ill health, of Mr. R. T. Scott. Tottenham Court Road, W. 
Brooks, an inspector, to be manager on retirement of Mr. A. Gibson. West Smithfield, 
.C.: Mr. L. J. Cotton, from High Holborn, to be manager on retirement of Mr. B. St. G. Parfitt. 
Eastern Branches—Rombay : Mr. F. D. Hall, assistant manager, to be deputy manager; Delht : 
Mr. H. C. Dunn to be manager. 
Martins Bank —Bournemouth, Lilliput : This office has been raised to the status of a full branch 
under the managership of Mr. T. Quayle 
Midland Bank—Head Office : Mr. G. A. Eden to be assistant secretary ; Mr. A. W. Alston, of 
Oxford Circus (London), to be a superintendent of branches. /ondon—Overseas Branch : Mr. W. 
Morrison to be a deputy assistant manager ; Barnes: Mr. R. C. Priest to be manager ; Holloway 
Road: Mr. C. W. J. Coram to be manager on retirement of Mr. R. C. Nunn; Pall Mall: Mr. 
G. J. Brown to be manager, jointly with Mr. F. W. G. Davey, on retirement of Mr. j. R.F. 
Williams ; 172 Sitvand ; Mr. W.C. E. Drury, of Barnes, to be manager on retirement of Mr. C. S. 
Holden ; Central Hall, Westminster: Mr. F. FE. M. Broad to be manager on retirement of Mr. 
W. A. J. Tudor, Mr. G. R. Birkinshaw to be assistant manager. Cradley Heath: Mr. L. T. D. 
Jackson to be manager in succession to the late Mr. C. H. Durbin. Hinckley: Mr. L. A. Cart- 
wright, of Granby Street, Leicester, to be manager on retirement of Mr. J. P. Jee. Hove, Seven 
Dials ; Mr. J. Crawford to be manager of this branch, formerly under the same management as 
North Street, Brighton. Hull, Newland: Mr. M. A. R. Horspool to be manager. Midland Bank 
Exec utor and Trustee Co., Ltd.—-Bradford : Mr. H. Hiley to be manager of this new branch. 
North of Scotland Bank—Aberdeen, Head Office: Mr. J. Bruce, from Fraserburgh, to be 
deputy superintendent of branches. Fraserburgh, Saltoun Square : Mr. J. G. Insch, from Huntly, 
tobe manager. Huntly: Mr. A. Aitken, joint manager, to be sole manager. 
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Banking Statistics 


National Savings 


Certi- Defence Savings 
ficates Bonds Banks Tota) 


(g millions) 
Savings Savings 
Certi- Defence Savings 
ficates Bonds Banks Total 
(net) (net) (net)* Small (net) 
44.3. 19.8 108.7 172.8 1947 Oct. - 0.4- 
28.1 18.1 92.§ 429.7 Nov. .. 6.9 - 
22.2 30.3 99.7 142.1 Dec. 9.9 - 
39.2 87.2 76.4 202.8 see8 Jon. bie « 
13.2 62.0 120.7 195.9 Feb. .. 9.2 - 
1.0 95.9 36.2 133.1 Mar. .. §-3- 
—- 1.2 13.4 35-6 47.8 April .. 1.4 - 
10.8 17.9 11.8 40.5 May .. - 2.5 - 
Jume.. -1.2- 
39-7. 20.4 27.0 87.1 july .. -5.5- 
49.3 - -7 — 19.06 17.0 Aug. .. -— 1.3 - 
2.7 - 19.8 2.9 — 14.2 Sept. .. 2.3- 
16.4 — 25.1 7.2 8.5 Oct. .. -—2.7- 
Nov... - 2.2 - 
29.4 —- 29.9 54.0 54-1 Dec. ~ 2.9 < 
- 2.3 - 31.2 13.7 - 19.8 
— 4-5 - 20.3 6.4 — 18.4 | 1949 Jan. 3-7 = 
-7.2- 5.8 8.3 - 4.7 Feb. oe 
* Including Release Benefit Accounts from July, 1945. 


Ord. 

Exp 
fm. 

898. 


1054. 
1809. 


3567.2 


4775+ 
5023. 
5788. 
6057. 
5474- 
3910. 
3187. 
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Ordinary Revenue and Expenditure 
Ord. 


Rev. 


{m. 


872. 
927. 
1049. 
1408. 
2074. 
2819. 
3038. 
3238. 
3284. 
3341. 
3844. 
* Allowing for loan expenditure. f Surplus. 


Ways and Means Advances 
Bank of England 


Public Departments 
Treasury Bills: 


Tender 
Tap 


Treasury deposit receipts 


9 


Deficit 





657.8t 


March 20, 
1945 
{m. 
20.5 

x 


403.8 


2160.0 
2712.5 
1249.5 


6546.3 








3y 


Quar 


1945 III .. 


1946 I - 


Floating Debt 


Feb. 
194 


ters : 


IV 


IV 


26, 


9 


{m. 


2I 


-3 
2 





Ord. 


Exp. 


£m. 
1443. 
1386. 
1337- 
go2. 
918. 
861. 
1228. 
619. 
808. 
736. 
1023. 
613. 
751. 
791. 


March 5, 
1949 
£m. 


433-1 
2210.0 
2271.2 
1014.0 





5928.3 
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(net) 
6 


8. 
Io. 


7. 
10. 
SE. 
7. 
14. 
9. 
10. 
8. 


° 


Oo. 


= NH 
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Wa 


Ord. 
Rev. 
£m. 
75°. 
667. 
1253. 
629. 
7t2. 
738. 
1261. 
840. 
807. 
761. 
1435- 
794- 
831. 
802. 


(net)* Small 
8.4 1.8 
12.9 Ile 
4-E- 43 
34-4 = 41.5 
14.3 12.9 
5-9 = 3 
9.6 3.8 
3-8 — 13.6 
0.3 — 10.0 
6.8 - 22.7 
4-8 - 4.6 
8.3 8.8 
9.9 4-9 
8.0 3.0 
9.6 — 13.2 
25.7 284 
16.0 =18.6 
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March 12, 


1949 
{m. 
13.0 


414.0 


2 
2 


210.0 
205.5 


1003.5 





5906.0 








Deficit 
£m. 
693.2 
718.4 
83.9 
273.0 
206.2 
122.5 
32.6} 
220.3' 
0.7 
25.4¢ 
412.8t 
181.0f 
80.2¢ 
t1.3t 






March 19, 
1949 
£m. 

12.5 
430.5 
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68 THE BANKER 
Treasury Deposit Receipts 
Raised Redeemed Outstanding} 
é ém £m. 
1947 June ; 110.5 132.0 1442.0 
. + 20 45 453.5 1292.5 
vex 31 17 110.5 1402.5 
1948 March 31 545-0 155-0 1291.0 
AI + ‘ 105.6 if 1349.5 
lay 29 il ma 1377.0 
june 30 269.0 178.0 1468.0 
ily I { 79. 1429.5 
\u ) 8 1441.0 
Sept 30 550. 542.0 1449.5 
Oct. 30 89.5 P 404.0 1435.0 
Nov 7 0.0 113.0 1432.0 
Ly 31 200.4 181.0 I5II.0 
49 Jan 290 -OLr.O 1310.0 
Feb 26 oO $70.5 1019.5 
* Periods ended on last Saturday in each month, except at final month in each quarter. 
+t The T.D.R. issue reached its hig t level on September 7, 1945, at £2225 millions. 
1948 Net Ne 1945 Net New 
Week ended Raised Redeemed Borrowing Week ende Raised Redeemed Borrowing 
Aug 28 1k 11 60.0 59.5 0.5 
Sent 4 150.0 135 ‘ s ».O 24-5 55-5 
I! 10.' 105.0 4 40.0 20.0* 20.0° 
is {20.0 120. a9 
25 90.0 So.0 10 i 20.0* — 20.0° 
Oct. 2 170.0 185.0 15.0% ' 30-5° — 30.5° 
9 160.0 160.0* = iS - 10. ~ 16.5 
16 go.0 116.5 - 26.5 : =o SS 
2 50.0 37-5 12.5 + = im sii — 19:5 
, 30 3.0 3-0 Feb. 5 So 125.5 
12 25.0 I10.0 — 85.0 
Nov. 6 . 19 70.0 120.0 — 50.0 
» 13 ‘ 16.0 10.0 » 26 60.0 90.0 — 30.0 
zo 70.0 58.5 IT.5 Mar. 5 50.0 55.5 5.5 
27 40.0 35.5 1.5 i 92 45-0 55-5 — 10.5 
Dec 4 80.0 65.0 15.0 19 70.0 19.0 51.0 
* Unofficial figure. 
Tax Certificates 
Paid Net Paid Net 
Raised Off Raised Issue Raised Off Raised Issue* 
£m. {m fm. £m £m. £m. {m. 
1946 Mar. 51.4 101.7 50. 647.7 1947 Sept 13.1 29.2 14.0 517.5 
Apr 39.7 28.5 e3.3 655.8 Oct 10.0 14.5 — 4-6 513.0 
May 15.4 16.2 0.8 658.0 Nov. 21.1 15.0 6.1 519.1 
June 22.8 24.9 2.1 655.9 Dec 30.7 6.6 24.1 543.2 
pay —— Se Ss 1948 Jan 43.0 62.7 -— 19.7 523-5 
\ug 20.9 18.2 2.9 654.0 >} 2 ee Pig 60.3 
rt 21.5 20.1 1.4 650.0 Feb. aig. ba a I5+* 490.) 
O 12.7 20.1 7.4 648.6 Mar. 15.5 52-7 34-0 426.4 
hg. ry ’ ‘ April 17.5 25.0 — 7.2 419.2 
NOV 2.7 22.9 —- 0.2 648.4 Mav 22.5 160.7 5.8 425.0 
Vec 35.0 15.0 20.0 665.4 ut 22.3 16.5 5.9 430.9 
July 25.6 7.0 21.6 452.5 
1947 Jan 20.5 46 9 26.4 642.0 hee age 6.6 a6 an 
Feb 27.0 hg 7 5°7 Sept 28 9.0 19.1 470.2 
ne 24.2 2.9 — 37-8 399-3 Oct 21.6 8.0 13.5 489-7 
* 08 aa ao eee No 16.9 11.4 5-5 495+ 
“me 4 ries ah hee LD») 33.5 8.4 25.1 520.3 
June 13.9 II.4 2.5 523.2 
July 13.0 14.6 6 521.6 1949 Jan 29.1 74.9 — 45-8 474-5 
Lug 25-7 15.7 10.0 531.6 Feb 25-4 75.6 — 50.3 424-2 
* i. Outste ing at end month. 
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The Easy Way 
TO INVEST MONEY 

Buy National Savings Certificates the 
Bank way—it is simple, automatic and with- | 
out any additional charge to you. You just 
sign the special Banker’s Order form which 
your Bank Manager can now give you, 
authorising either a single purchase of 
National Savings Certificates, or a regular | 
monthly investment. That is all you have to 

do—and with a stroke of the pen you will 
have helped to secure your own future, and | 
your country’s prosperity. | 








You can now hold 1,000 10/- units of the | 
new Certificate, and in ten years this £500 | 
will have grown to £650 free of tax. Secure | 
for yourself this profital 
ment by calling on | 


le gilt-edged invest- 
our Bank Manager. 


SAVE—The Bank Way | 


Issued by the National Savings Committee 








DRY FLY SHERRY is now available in larger 

quantity. A glass of this lovely sherry is a 

gracious welcome to your guests. From 

your own wine merchant or direct from:— 

FINDLATER MACKIE TODD & CO.LTD. 
Wigmore Street, London, W.!. 

& Hoyt, Ltd. 


New York Agents: Greig, Lawrence 








THE LONDON COMMERCIAL 
INVESTMENT COMPANY Ltd. 


Members of the Association 
of Stock and Share Dealers 


@PROVIDES additional capital to 
small businesses 

@ NEGOTIATES sales of shares in 
private Limited Companies 

@ INTRODUCES buyers for shares 
of one or more retiring directors 

@ ACTS as Consultants to private 
investors, and negotiates partner- 
ships and directorships 

@ ACTS as Company Registrars and 
Secretaries 


4. Broad Street Place, E.C.2 
Telephone: London Wall 1835 





ROYAL BANK OF SCOTLAND 


ANNUAL 


GENERAL COURT OF 


PROPRIETORS 


HIGHLY LIQUID POSITION 


ASSETS EXCEED {155,175,000 


THE DUKE OF 


sk Annual General Court of Proprietors 
of the Royal Bank of Scotland was held 
at Edinburgh on Wednesday, March 9, 
1949, His Grace The Duke of Buccleuch and 
Queensberry, P.C., G.C.V.O., Governor of the 
Bank, presiding 


The Governor said : 


3efore dealing with the ordinary business 
of the Meeting, I have to refer to the loss sus- 
tained by the Bank through the death of Sir 
Iain Colquhoun of Luss, Baronet, K.T., D.S.O., 
who had been an Ordinary Director of the 
Bank since 1938. Sir Iain was a distinguished 
Scotsman, and his outstanding services to his 
country were matched by his activities in the 
interests of the Bank, of which he was a most 
valuable Director. His personal charm and 
sound common sense endeared him to his 
colleagues on the Board and to the Officers of 
the Bank of all grades who came in contact 
with him. I have also to record with deep 
regret the loss by death of Mr. James Finlay 
Muir and the Right Hon. The Earl of Derby, 
K.G., G.C.B., G.C.V.O., who had been Extra- 
ordinary Directors of the Bank since 1926 and 
1931 respec tively ; each possessed outstanding 
qualities in his own sphere. I would also like 
to ofier our congratulations to Mr. Babington 
Smith, the Deputy-Chairman of Glyn, Mills 
& Co. and one of their representatives on the 
Royal Bank of Scotland Court, on his recent 
appointment to the Court of the Bank of 
England. 


ACCOUNTS—CHANGES IN 
PRESENTATION 


THE 


I turn now to the Accounts, which in form, 
as you will have observed, show certain changes 
in presentation and which now include the 
Accounts of our two subsidiaries, Glyn, Mills 


BUCCLEUCH’S REVIEW 


& Co. and Williams Deacon’s Bank Limited 
The Companies Act of 1948 extends some oi 
its provisions to Institutions, such as ourselves, 
which are incorporated by Royal Charter and 
which hitherto have been exempt from Con- 
pany law, and the changes made are thos 
called for by the Act with, in addition, some 
which we have included voluntarily. The 
Accounts are presented as Group Accounts, 
for the reasons shown in the note appended to 
our Balance Sheet. I assume it will be your 
pleasure that the Annual Report and the 
Balance Sheets and Profit and Loss Accounts 
shall be taken as read, but in accordance with 
Section 162 (2) of the Companies Act, which 
states that the Auditors’ Report shall be read 
at the Company’s General Meeting, I now call 
upon the Secretary to do so, after which it is 
open to inspection by any Proprietor. 


The accounts of Glyn, Mills & Co. and 
Williams Deacon’s Bank having already been 
submitted at their General Meetings, I propose 
at this stage to confine my comments to the 
affairs of the Royal Bank of Scotland. The 
Directors are pleased again to submit what m 
their opinion is a very satisfactory Statement 
Owing to the changes in presentation, com- 
parative figures have not on this occasion been 
given in the Accounts, but this practice will 
be resumed next year. 


DEPOSITS AND OTHER LIABILITIES 


Turning to our Balance Sheet, our total 
Assets amount to £155,175,898—thus consti 
tuting a fresh record. 


On the Liabilities side, our Capital remaits 
unchanged at £4,250,000; but the published 
Reserve Fund (previously known as the Rest), 
by the addition of {110,387 from profit, as! 
shall refer to later, is raised to the impressivé 
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figure of £4,559,706—thus exceeding by more 
than {300,000 the amount of the issued Capital. 


Notes in Circulation at £8,378,642 show a 
further contraction, which is in line with the 
general trend. 


Our Deposits and other credit balances at 
(133,303,027 show a further increase, and are 
now almost double the pre-war figure. Included 
in this total are the sums, now shown separately 
in our Accounts for the first time, due to our 
subsidiary companies. 


The total of Acceptances and other Obliga- 
tions is about the same level as last year, and, 
connected as this item largely is with foreign 
trade, it is one which we would like to see 
increased. 


LIQUID ASSETS AND INVESTMENTS 


{t is on the Assets side of our Balance Sheet 
that the principal changes in lay-out are to be 
seen. 


The highly liquid position of the Bank has 
been fully maintained during the year. Cash 
in hand and balances with the Bank of England 
and other London Bankers, excluding our sub- 
sidiaries, which are shown separately, along 
with Money at Call and Short Notice, amount 
in all to £30,244,319, representing over 21 per 
cent. of our liabilities to the public. 


Bills Discounted at £3,649,424 show little 
change, but it is pleasing to record that the 
proportion of commercial bills is higher than 
last year. 


reasury Deposit Receipts show an increase 
of £1,000,000. 


The total for British Government and other 
quoted Securities shows little change on the 
year and, as before, the figure at which they 
stand in our books is considerably exceeded 
by their market value. I might add that a large 
proportion consists of short and medium dated 
stocks, 


Advances to Customers show a further 
increase at £30,432,204. The Bank and, indeed, 
the Group, with their increased resources, are 
more than ever in a position to make advances 
which are in accordance with sound banking 
principles. 


The valuation of our holdings in the two 
subsidiary companies remains unchanged, but 
a further {200 per share has been called up on 
our holding in the Industrial & Commercial 
Finance Corporation Limited. Fixed Assets 
consisting of Properties now appear as one 
item instead of three, but the total is little 
changed. 


PROFITS 


We now turn to the Profit and Loss Account 
where we show a decrease of {£8,500 in our 
profit, largely due to the fact that the incidence 


of taxation was heavier than in the previous 
year. Following our usual practice, full pro- 
vision has been made for Contingencies and all 
Bad and Doubtful Debts. 


APPROPRIATIONS 


Owing to the changed circumstances, and as 
mentioned in the circular of November 3, the 
usual Christmas dividend, making 17 per cent. 
per annum, was declared as an interim divi- 
dend, and the Directors do not recommend any 
further dividend for the year. As we did last 
year, the transfer of £30,000 to Property Main- 
tenance Reserve and of £75,000 to Staff Pension 
Fund is recommended ; also that the remaining 
£110,387 be added to Reserve Fund. I think 
it is pertinent at this point to state that the 
net addition to the Group’s published Reserves, 
making allowances for changes in the carry- 
forwards of our subsidiaries, is over £475,000. 


THE THREE BANKS 


The affairs of the Bank, and of our two 
associated Banks, continue to develop along 
sound and satisfactory lines. Enjoying all the 
benefits of close and helpful collaboration 
within the Group, each continues to function 
in the manner best calculated to meet the 
needs of its own particular business, and the 
benefits which have accrued from this policy 
are a sure sign of its success. During the past 
year, representatives of the Group have visited 
our Correspondents in various foreign coun- 
tries, and in this connection special mention 
may be made of the visit paid by the Chairman 
of the Royal Bank, accompanied by one of the 
Managers at our London (City) Office, to our 
friends in Finland. It seems fitting that I 
should take advantage of this opportunity to 
mention that we are shortly to issue a joint 
publication to be known as ‘‘ The Three Banks 
Review ’’, which when published quarterly 
will, it is hoped, prove an acceptable addition 
to the present range of banking literature. 

THE BALANCE OF TRADE 

While the need to increase the amount of 
exportable goods is as vital as ever, it is grati- 
fying to record that there is now in evidence a 
more widespread and keener appreciation of 
the simple truth that lasting prosperity can 
only be achieved by our own efforts. One is 
glad to note that, over the past year, the gap 
in the balance of payments has been narrowed, 
but much more requires to be done in this 
direction, and it is not a task which will be 
easy of achievement. Maximum production 
is only possible when the operating plant is 
up to date and maintained in the highest state 
of efficiency, and to achieve this to-day, with 
prices at their present high levels, involves con- 
siderable financial outlay. How have these 
outlays to be met—in other words, how can 
the necessary standards of efficiency be main- 
tained—when resources are so depleted by 
heavy taxation ?, It is to be hoped that some 





amelioration of this burden upx 


soon be forthcoming rhe 
pertaining to a sellers’ market are tending to 
disappear, and competition from abroad—a 
form of competition which is bound to become 
keener as time § is beginning to make 
itself felt. At! proportion of elderly 
people to the total population is tending con- 
sistently upwards, and this problem, which 
after all has its human ; as it grows, 
necessitate greater produ the active 
labour force. 
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GREATER 


It has also to be under the con- 
ditions of full employment so largely enjoyed 
in this country to-day, we cannot add to our 
labour forces to any material extent save in 
so far as some of those engaged in looking after 
others transferred to more useful 
occupations. The solution, therefore, must lie 
in greater output by the individual, and this 
aspect of the matter is the concern of employer 
and worker alike. Neverth would be 
wrong to think of the situation as one which 
is the problem of industry alone. Living 
we are to-day, under a planned economy, it is, 
despite the many complexities of the situation, 
permissible to enquire it the factors which 
exercise so important a bearing on the m- 
mercial and industrial life of the country are 
being directed to the best advantage. Our 
people will the more readily respond to the 
demands made upon them if they feel that, by 
wise direction, the burdens which they are 
being called upon to bear are no heavier than 
they should be. 
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SCOTTISH AFI 


AIRS 


There are in Scotland to-day encouraging 
signs of a healthy introspection. Responsible 
people, representative of various are 
working together in order that the industries 
of the country may be developed and extended 
to the best advantage. Evidence of this close 
and helpful co-operation is to be found in the 
deliberations of Scottish Economic Con 
ference instituted retary of State 
and in the widespread activities of the Scottish 
Council (Development and Industry The 
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home-grown food, and the farming community 
are deserving of the support and incentives 
now being provided. 
ASSISTANCE BY THE BANKS 

The Scottish Banks can be relied upon to 
play their legitimate part in the encouragement 
and development of the industries of Scotland 
Bank lending is properly a matter of concem 
at all times, and it is especially so in these 
days when credit exercises an important 
influence on inflationary trends. It is not the 
function of a Bank to furnish permanent 
tinance by means of advances. It is, however. 
very much the concern of industry to aim at 
efficiency in production, and companies are 
frequently confronted in these times with 
difficulties in equipping themselves for this 
task There ot course, little doubt that 
additional permanent capital is necessary in 
many cases. Resources rated as substantial on 
a pre-war basis are now quite inadequate to 
meet the high costs of replacement. But 
nowadays another factor comes frequently into 
the reckoning. Deliveries are often uncertain 

-the delays may well be long—and Manage- 
ments, displaying that efficiency which, they 
are told, it is their duty to acquire, rebel 
against the thought of burdening themselves 
with too much permanent capital long before 
the need may arise, and consider it their duty 
to seek temporary assistance until the time 
when the full extent of their requirements 
becomes more clearly defined. Strictly re- 
garded, the granting of such assistance may 
not be the function of the Banks, but the test 
s the extent to which any action on their 
part will serve the national interest, and it is 
one which in banking practice in this country, 
as we know it to-day, is faithfully applied 


1s, 


FRIBUTE TO OFFICIALS AND STAFF 


The Directors desire to place again on record 
their sincere appreciation of the valued services 
rendered to the Bank during the year by Mr 
Thomson the General Manager, the Assistant 
General Manager and the Officials and Staff at 
Head Office, London City and West End 
Offices, Glasgow, Dundee, Aberdeen, and all 
the other Branches. The welfare of the Staff 
is a matter which continues to receive the 
closest attention at all times, and it is hoped 
that arrangements will soon be completed 
whereby, as the result of certain adjustments 
in the annual contributions of the Staff anda 
untial payment annually by the Bank 
the benefits payat le under our Officers Widows 
Fund will be materially increased. 


IDS 


APPROVAL OF ACCOUNTS 

I now beg to propose that the Report, con 

ining a Statement of the Accounts and 
Balance Sheets, be approved 

The Report was approved, and the Governor 
Deputy-Governor, Extraordinary Directors and 
the Retiring Ordinary Director were re-elected 
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THE BANK OF 


FURTHER 


THE HON. GEOFFREY 


HE one hundred and fifteenth annual 
eneral meeting of the Bank of Australasia 


was held in London on March 31. 

The following is am extract from the circu 
lated statement of the Chairman, the Hon 
Geoffrey C. Gibbs, C.M.G., with the 
report and accounts : 


circulated 


he expansion in our balance-sheet figures 
has continued. It is a far cry back to 1344, 
when at our tenth annual meeting the then 
chairman announced, no doubt with pride, 
that our accounts at October, 1843, presented 


a balance-sheet total of {1} millions. Our 
capital was then {900,000. The balance-sheet 
now submitted shows a total of almost {109 
millions, an increase of rather more than 
{7,600,000 over that dated a year previously. 
Cash balances at {11,676,277 and money at 
call and short notice have increased by 


{611,000 and £150,000 respectively and dis- 
close a satisfactory liquid position. 
EVIDENCE OF PROGRESS 

On the liabilities side of the balance 
current, deposit and other accounts represent 
a total of £92,971,743. The comparable items 
in last year’s balance-sheet amounted to 
{84,730,783, and the increase of over {8,200,000 
reflects almost entirely the increase in out 
current and deposit account This further 
addition to our deposits affords evidence of 
the steady progress made by the bank during 
the year under review. 


sheet 


NATIONALISATION 


Twelve months I reported that the 
Commonwealth Parliament had passed the 
Banking Act, 1947, for the purpose of national- 
ising banking in Australia. I informed you 
that our action challenging the validity of this 
legislation under the Commonwealth Constitu- 
tion was being heard in the High Court of 
Australia. The High Court case opened on 
February 9 and closed on April 15. Judgment 
was given on August 11, almost exactly a year 
after the Commonwealth Prime Minister had 
announced his intention to bring in a nationali- 
sation Bill. As everyone knows, the High 
Court declared the major provisions of the Act 
to be invalid and issued injunctions debarring 
the Government from acquiring the shares or 
business of a private trading bank compulsorily 
and from prohibiting a private bank from 
carrying on banking business in Australia. 


ago 


The Commonwealth Government, however, 
decided to appeal to the Privy Council against 
the High Court’s finding that the section of 
the Act which authorised the Government to 


GIBBs 


AUSTRALASIA 


EXPANSION 


ON 


N NATIONALISATION 


prohibit a private bank from continuing in 
business infringed the freedom of trade com- 
merce and intercourse among the States guaran- 
teed by the Constitution. On October 25 the 
Judicial Committee of the Privy Council heard 
the application for special leave to appeal and 
m November 26 granted the Commonwealth 
Government leave to appeal, but as a term of 
their leave gave the trading banks and the 
States the right firstly to reargue the point that 


there was no jurisdiction to hear the appeal 
unless the Commonwealth Government ob- 


tained a certificate from the High Court of 
Australia, and secondly, to raise all constitu- 
tional points as they thought fit on the appeal. 
rhe hearing of the appeal by the Judicial Com- 
mittee of the Privy Council is due to start on 
March 14. 


ATTITUDE OF THE PUBLIC 

Whatever may be the result of the legal pro- 
ceedings, it is on the people of Australia that 
the final decision rests. The fact that the 
decision of the High Court in favour of the 
banks was enthusiastically received by far 
the greater part of the community in general 
confirmed our view that this prolonged fight 
for our existence in Australia is not a fight for 
selfish interests, but a fight for the rights of 
the individual, and vigorously supported as 


such by the Australian public. 


I wish to place on record our gratitude to 
all who have helped us in this fight, and ] 
would particularly mention our legal advisers 
in Australia and in this country; their able 
defence of our interests has aroused our admira- 
No remarks on this case would be com- 
plete without reference also to the enthusiastic 
support our staff, and their determined 
opposition to nationalisation, which has been 
a source of great encouragement to us all. 
With the nationalisation issue still undecided, 
it has not been possible to proceed with our 
plans for a merger with the Union Bank of 
\ustralia. Negotiations will be resumed, how- 
ever, aS soon as circumstances permit. 


tion. 


of 


In spite of the threat of nationalisation, and 
in spite of the introduction of such measures 
as the 40-hour week in a country which is 
faced already with an acute shortage of labour, 
our faith in Australia is unimpaired. We have 
accepted the challenge and I may instance as 
a measure of our confidence that we have 
during the year opened 19 new branches in 
Australia, as well as five new branches in New 
Zealand. Arrangements have also been made 
to open a branch at 263, Strand, London, 
W.C.2, opposite to Australia House, which will 
be known as Strand branch. 
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CHARTERED BANK OF INDIA, AUSTRALIA 
AND CHINA 


RECORD FIGURES 


of the Chartered Bank of India, Australia 
and China will be held at 38 Bishopsgate, 
London, E.C., on April 4. 

The following is an extract from the state- 
ment by the chairman, Mr. V. A. Grantham, 
circulated with the report and accounts for 1948 : 

This year we have again to deal with record 
figures, the total of the balance-sheet being 
£12,132,342 higher at £138,421,141. On the 
liabilities side, this is mainly due to increases 
in current and other accounts and fixed 
deposits of {8,206,713 and {2,045,669 respec- 
tively, while loans payable and acceptances on 
account of customers also show substantial 
increases. On the assets side, cash in hand and 
at bankers shows a decrease of £3,644,959 at 
£19,465,636, the ratio to our call liabilities 
being 17.40 per cent. This decrease is in some 
part offset by an increase in Government and 
other securities of £1,581,848 at £53,576,627. 
Advances to customers and other accounts 
show an increase of £13,587,550, which is an 
interesting commentary on the need for money 
in all parts of the world. The figure for balance 
of remittances, drafts, etc., in transit shows a 
decrease of £214,103. Bank premises and fur- 
niture show a net increase of £195,465, due not 


Tor ninety-fifth ordinary general meeting 


only to purchases of house property for oy 
statt but also to initial expenditure in conne. 
tion with the enlargement of our office at 
Singapore. 


DIVIDEND OF 12 PER CENT. 


The profits, after providing for taxation an 
after making allocations to  continge 
accounts, out of which accounts full provisiog 
has been made for doubtful debts, are £467,111, 
an increase over those of last year of £19,053 
Once again we have experienced higher work. 
ing costs in all parts of the world, but thes 
have been more than offset by the increase in 
our business. 

An interim dividend of 6 per cent., les 
income tax, was paid in October last and we 
propose to pay a final dividend of 6 per cent, 
less income tax, making the annual distribution 
12 per cent. We now know the full position 
of our war-time liabilities, although at the end 
of the year, in one or two places, the laws 
governing the position had not been finally 
enacted. The provisions made to cover thes 
special war-time losses proved adequate, fully 
justifying the increase in the annual dividend 
for 1947 and permitting its continuance for 
1948. 


HONGKONG & SHANGHAI BANKING CORPORATION 


INCREASED PROFIT 


holders of this Corporation was held in 
Hongkong on March 5. 


The chairman (The Hon. A. Morse, C.B.E.), 
in the course of his speech, said : 

You will observe that the profit arising 
from the current year’s working after making 
certain transfers to provisions for contin- 
gencies and after deducting directors’ fees 
amounts to just over H.K. $16,792,000, which 
exceeds the corresponding figure for the 
previous year by approximately $278,000. 
After allowing for the interim dividend of 
£2 per share paid in August last, the final 
dividend of £3 per share which you are now 
asked to confirm and the amount of $3,000,000 
which the directors recommend should be 
written off bank premises, the balance of profit 
to be carried forward to next year will amount 
to $4,278,631, an increase of $857,270. 


BALANCE SHEET FIGURES 

With regard to the balance sheet, it will 
seem that the total balances now amount to 
over $2,665 million or approximately £165 
million, and represent an increase equivalent 
to approximately {15} million over the corre- 
sponding figure last year. Of this, just under 
one-half, or 46 per cent., is due te the increase 
in our currency notes in circulation and just 
over one-half, or 54 per cent., is due to the 


[tot ordinary general meeting of share- 


increase in current deposits and other accounts. 
The currency notes in circulation have in- 
creased by the equivalent of approximately 
£7,000,000 and at the end of the year totalled 
over $728 million. The further expansion of 
our note issue is, like last year, to a considerable 
extent due to conditions prevailing in China. 

The increases referred to above are reflected 
on the assets side of our balance sheet by 
increases in cash, certificates of indebtedness, 
investments and items in transit, together 
equivalent to approximately {12} million, 
while advances have increased by about 
£7.750,000. Money at call has decreased by 
£5,000,000. 


ENTIRELY NEW SITUATION | 

It is true that China has been plagued with 
internal disturbances as long as one ca 
remember and yet international trade has gone 
on with a fluctuating but not unprofitable 
import-export market and with lucrative 
possibilities for the shrewder and more efficient 
business men. In my view all those engaged i 
foreign trade in China must be prepared to 
face an entirely new situation during the 
coming years, and to adjust their ideas and 
their actions to conditions without any guiding 
precedent. However, I do not expect foreiga 
or Chinese merchants experienced in trading 08 
the China coast to pack up in despair. 

The report was adopted. 
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THE EASTERN BANK 


INCREASED 


ACTIVITY 


SIRJLTHOMAS STRANGMAN’S STATEMENT 


of the Eastern Bank, Ltd., will be held on 
Friday, April 8, 1949, at the offices of the 
bank, 2 and 3, Crosby Square, London, E.C. 


The following is the statement by the Chair- 
man (Sir Thomas J. Strangman, K.C.) which 
has been circulated with the report and 
accounts for the year ended December 31, 
1948 : 

The accounts, which have been drawn up in 
accordance with the new Companies Act, show 
a profit of £110,998, against a comparable 
profit of £92,357 for 1947. The profit shown in 
the accounts of that year was £119,357 and in 
accordance with the system then followed was 
arrived at by showing the dividends paid and 
proposed to be paid to the shareholders as gross 
and by including in the profit the income-tax, 
amounting to £27,000, recovered and to be 
recovered from the shareholders, whereas under 
the new system the dividends paid and pro- 
posed to be paid are shown as net, the whole 
of the tax being deducted from the gross profit 
before the published profit is arrived at. 


Tx thirty-ninth annual general meeting 


STILL MORE ACTIVITY 


While current accounts are down by £800,000 
due to yet greater withdrawals from official 
war-time accounts, other figures for the year 
indicate still more activity than during the 
previous year. Thus, advances are up by over 
{600,000 and bills receivable are higher by 
{200,000 if holdings of Iraq Treasury Bills be 
left out of account. Cash at {4,271,000 is 
correspondingly down by about £1,600,000. 


Our published reserve has been brought up 
toa figure equalling the paid-up capital of the 
bank by an appropriation of £75,000 from the 
profit and a transfer of £25,000 from contin- 
gencies. We feel that these appropriations will 
meet with the warm approval of the share- 
holders. The dividend we recommend is the 
same as that of last year and if this recommen- 
dation be approved the carry-forward will be 
increased by nearly £3,000. Quite apart from 
the policy of limiting dividends we feel that 
prudence requires that we should conserve our 
resources for a rainy day, for in view of the 
clouds ahead we cannot ignore the possibility 
that that day may come in some parts of the 
world where we are established. 


There are certain matters connected with 
the bank’s affairs to which I would specially 
tefer. We have opened branches in Chittagong 
m the East Bengal Province of Pakistan, and 


at Butterworth on the mainland of Malaya 
opposite to Penang. 


VISIT TO BRANCHES 


In November and December Sir Evan 
Jenkins, our deputy-chairman, visited all our 
branches in Iraq and that at Bahrain. His 
visit was of great value. Not only was he able 
to give his colleagues first-hand information 
on the many matters of interest to us in those 
regions but he was able to see our capable staff 
at work and form an appreciation of their 
problems both as affecting the bank and them- 
selves. Such visits fulfil another useful purpose 
in affording encouragement to the staff in the 
difficult times all are now called upon to face. 
Sir Evan is to visit our remaining branches in 
the autumn and we look forward to results of a 
like value. 


There are certain general matters applicable 
to all the overseas countries we serve. Capital 
goods are still in short supply and of consumer 
goods food is wanted everywhere. In certain 
places various other consumer goods appear to 
have reached saturation point ; bills, neverthe- 
less, are being taken up without delay at all 
our branches. It should, however, be borne in 
mind that in view of the large profits made by 
importers in the last few years a lag may well 
take place between the time of saturation and 
that of irregular payments. The cost of living 
shows little sign of decreasing and housing 
provides a continual problem. 


INDIA AND PAKISTAN 

In regard to India and Pakistan it is 
heartening to see that good neighbourly rela- 
tions are in process of being established. On 
the political side, the Hyderabad question can 
now be regarded as closed and there is every 
reason to hope that the Kashmir dispute may 
be solved by good will between the two 
Dominions with the assistance of the United 
Nations. On the economic side there appears 
to be a growing recognition by both Dominions 
that each is complementary to the other and 
that the more freedom there is for the inter- 
change of goods the better for both. Some 
progress was made in the latter respect at the 
Inter-Dominion Conference at New Delhi in 
December. 


It is also heartening to note the goodwill 
extended towards British business men and 
the desire for their co-operation in stimulating 
trade with this country. 





THE MERCANTILE BANK 
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OF INDIA 


DIVIDEND RESTORED TO 12 PER CENT. 


SIR CHARLES 


T HE fifty-sixth annual general meeting of 
The Mercantile Bank of India, Limited, 
was held in London on March 31. 

The following is an extract from the state- 
ment of the chairman, Sir Charles A. Innes, 
K.C.S.1., C.LE., circulated with the report 
and accounts for the year to December 31, 
1948: 

The accounts indicate that the business of 
the bank has continued to expand. The 
balance sheet total has increased to £49.5 
million and there has been a similar increase 
of some 10 per cent. in deposits. On the 
assets side a decrease of a million pounds in 
investments has been counter-balanced by an 
increase of 1} million in cash. There has been 
a sharp rise in bills and loans and advances. 
Firms have required more accommodation 
owing to the rise in the level of prices, and in 
India especially transport and quota dift- 
culties have resulted in a good deal of our 
money being employed in financing stocks. 

The profit at £189,238 is rather better than 
last year and the directors have felt justified 
in recommending a final dividend of 7 per 
cent. If this recommendation is approved, 
the dividend for the year will be restored to 
12 per cent., the figure at which it had been 
stabilised for some years before the war. 


IMPROVED RELATIONS 

The dangerous Kashmir dispute which ever 
since partition has poisoned the relations 
between India and Pakistan seems now to be 
in a fair way towards settlement. It would 
be idle to pretend that the Cease Fire agree- 
ment has solved all difficulties, but there are 
strong factors making for peace. Already 
there has been a remarkable improvement in 
the relations between the two Dominions, and 
it is not too much to hope that there will 
be steady progress towards a policy of co- 
operation and good neighbourliness. Such a 





TO BANK MANAGERS 


INNES’S REVIEW 


policy will be of great benefit to industry ang 
commerce, especially if it removes or at leagt 
lessens the barriers which now hamper trade 
between the two Dominions. 

The Cease Fire has already relieved the 
strain on the finances of the two countries, 
and the governments should now be able to 
concentrate on the economic problems which 
confront them. There are other internal pro. 
blems, of course, especially that of com. 
munism. Communism has made little advance, 
at any rate, in West Pakistan, but as the Prime 
Minister himself has said it is a very seriong 
menace in India, and it is fortunate that the 
Government are fully alive to the situation, 
Nor is it only India that has been infected, 
Recent events in China, Burma and Malaya 
indicate that the gravest danger to the peace 
and prosperity of almost every country in the 
Far East lies in the spread of communism. 


RESOURCES FULLY EMPLOYED 


The accounts show that our resources have 
been fully employed throughout the year. In 
most of our branches indeed business hag 
maintained a high level of activity, but signs 
are not wanting that the sellers’ market is 
coming to an end and it may not be vey 
long before we see some recession of trade, 
Our chief concern, perhaps, has been the very 
heavy burden of taxation in almost every 
country where we operate and the constant 
rise in our overheads. 

Almost everywhere in the East there is an 
inflationary situation. The cost of living goes 
up and up and we spend much time and money 
in adjusting the salaries both of our European 
and of our local staff to their expenditure on the 
necessities of life. The trouble is, of course, 
that in these days increases of salary are apt to 
benefit the tax gatherer more than the 


recipient. 


Please consult us—we have been established since 


1772 — regarding your 
SILVER. We will gladly 
SPINK & 

ene 


H.M. The King 


5,6 and 7 King Street, 
St. James’s, LONDON, S.W.1 


customers’ JEWELLERY & 
advise you free of charge. 


SON, LTD. 


Tel.: WHItehall 5876 
4 lines 
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